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& Auditors 
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9 East 46th Street 
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Employment Agency 
Exclusively for 
Accounting 
Personnel 


Certified Public Accountants 
Senior Accountants 
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Cost Accountants 
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Budget Directors 
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| AN ADIRONDACK VIEw 


The Speech That Wasn’t Ma 
at the conference dinner at Saray; 
Inn, this year in June, by the chairm 
of the board of the illegitima 
Adirondack Chapter, is presented her 
with, as per the stipulation of pres 
dent-toastmaster Seidman. 


“President Jack, Commission 
Andrews, and folks: Its good to » 
so many of you here this year; and 
many wives, too! Never before ¢ 
we realize that so many CPA wiv 
were their husbands’ secretaries! 

“We should also have more of th 
coming generation. Your teen-ager 
should do some work in the summet 
So, why not put them on the off 
staff, and make them (yes, make them 
come to this conference as part of th 
office training. Orientation is th 
technical term that makes this expens 
ordinary and necessary. 


“The Chapter’s Intelligence Uni 
reports that the Buffalo Chapter ha 
sent perfect weather (so far). Als 
that several of the rooms in the hot 
shrank in size during the winter an 
believe it or not, lost their baths. Als 
it is reported that some of the ladie 
have consumed all of their calor 
quotas for June and are now drawin 
advances on their July quotas. W 
better not mention how the men af 
doing on their quotas. 


“Well, its good to see you-all. Com 
again next year. And, it being that w 
won’t see most of you again until the 
we hope you have a Merry Christm 
and a Happy New Year.” 


LEoNARD HovucurToN, C.P.A. 
“Adirondack Chapter” 


BUY 
U. S. SAVINGS 
BONDS 
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Book Reviews 











Outline of Petroleum Industry Accounting 


3y the Financial and Accounting Commit- 


tee of the AMERICAN PETROLEUM INSTI- 
tute, New York, N. Y., 1954. Pages: 
160 (8” x 10%", cioth- bound) ; $3.00 


Outline of Petroleum Industry « hase 
the Financial and Accounting 


compiled by 
the Americen Petroleum In- 


Committee of 


stitute, is considerably more than a revision 
of the Uniform System of Accounts pub- 
lished by the Institute in 1936. The 1936 


public ition was basically a chart of accounts 
for an oil company, with brief explanations 
of the nature of each account. The new 
volume retains this framework, although the 
description of the chart of accounts and the 
coding system is greatly expanded. In addi- 
tion, there isa separate section containing a 


brief description of the departmental activi- 
ties of an oil company, together with ex- 
planations of those accounts which are 


peculiar to the departmental operations. : 

Probably the most interesting section of 
the book is that dealing with various altern- 
ative methods of accounting with respect to 
inventory valuation, methods of inventory 
costing, handling of oil exchanges, deprecia- 
tion and depletion, overhead distribution, idle 
property, containers and treatment of intan- 
gible drilling costs. It is well known that 
oil companies vary considerably in the ac- 
counting treatment accorded certain expendi- 
tures in connection with the finding of oil. 
While this section of the book explains most 
of the alternative procedures, it expresses 1 
preference nor does it develop the advan- 


tages, disadvantages or limitations of the 
so-called alternatives. Some readers may 
feel that more specific indications of pre- 


ferred accounting would have been desirable, 
particul: irly in an area such as the treatment 
of intangible drilling costs, where there has 
been a definite trend towards capitalization 
over the last fifteen to twenty years. 

The final section of the book presents 
illustrative financial statements for a typical 
oil company, which disclose n6é_ significant 
variation from those presented by industrial 
companies generally. 

The introduction to the Outline points out 
that the book is not a recommended system 
of accounts for any one company but is a 
compilation of the accounts and_ practices 
utilized by representative companies in the 
industry. As such, it is not a substitute for 
individual determination by each company as 


to the accounting system — will best 
serve that company’s needs, but is a source 
of information for training and education 
and for reference purposes. The Financial 
and Accounting Committee is to be con- 
gratulated on this addition to the rather 
limited accounting literature in the oil and 
gas industry. 
7 : GEORGE WAGNER 
New York, N. Y. 

(Continued on page 478) 
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Jakcounts mesivgble will acide 
additional operating cash for 
your clients’ business through _ 
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LOAN 


Simple, Economical — 
Provides Cash Promptly 







This helpful non-notification method 
of financing is available to manufac- 
turers, jobbers and wholesalers. Ap- 
plicants need not be depositors. Com- 
municate with our Accounts Receiv- 
able Loan Department for details. 


The Public 
National Bank 


and Trust Company of New York 


37 Broad Street, New York 15, N.Y. 
Telephone: HAnover 2-9000 


, 25 Conveniently located Offices throughout 
Manhattan, Bronx, Brooklyn. 


Uoull like the way PUBLIC NATIONAL does business 
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Provides the last 
word in property 
control... ; 

e American retrospective ap- 
praisals establish unit property 
records with individual costs, 
depreciation reserves and pro- 
visions — 

Kept up to date, they are the 
last word in property control. 


The AMERICAN 
APPRAISAL 


Company 


Over Fifty Years of Service 
OFFICES IN PRINCIPAL CITIES 



































APPRAISALS 


e INDUSTRIAL PLANTS e 
eLARGE COMMERCIAL PROPERTIESe 
e HOTELS AND INSTITUTIONS e 


for 


e INSURANCE e 
e TAXES e 
e DEPRECIATION e 
e FINANCING e 
e COST ACCOUNTING e 
e MERGERS e 
e PURCHASE OR LEASE e 
e CONDEMNATION e 
e ESTATE SETTLEMENT e 
Annual Continuous Service 
Engineering Reports 
Architectural and Engineering Services 


LOCK WOOD GREENE 
ENGINEERS, 1c. 


10 RocKEFELLER Piaza, New York 20 
CIrcle 7-7892 


Boston « Spartanburg 
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Operating Results of Department and 
Specialty Stores in 1953 


3y Malcolm P. McNair, Bureau of Busi. 
ness Research Bulletin Number 141, Har. 
VARD UNIVERSITY GRADUATE SCHOOL oF 
Business ADMINISTRATION, Boston, Mass, 
1954. Pages: vi-62; $4.00. 


Based upon detailed information furnished 
by hundreds of stores, the Harvard Bureau 
of Business Research has prepared its 34th 
annual compilation of significant operating 
data. The current report is similar in for- 
mat and contents to that of the prior year, 
However, it reflects the anticipated change 
to expense-center accounting as soon as the 
new NRDGA expense manual is issued, by 
continuing and amplifying the section de- 
voted to Production Unit Expense Com- 
parisons. 


The twenty-seven tables and charts con- 
tain information of great value for purposes 
of comparison of 1953 operations and for 
future planning. Special analyses of the ef- 
fects of branch store operations, the results 
of the adoption of Lifo, Federal Reserve 
District comparisons, Spring and Fall sea- 


_ sons and transactions according to terms of 


sale (the latter a new feature) and the 
splendid survey by Dr. McNair of 1953 
results and current trends should prove 
most informative to department store and 
specialty store executives and their advisors. 


LEONARD PRICE 


New York, N. Y. 


The Tax Law of the State of New York 
(as of June, 1954) 


3v the CCH Editorial Staff. ComMERCE 
CLEARING House, INc., Chicago and New 
York, 1954. Pages: 418 (6” x 9”, heavy 
paper covers) ; $3.50. 


Here, reflecting the many vital and signi- 
ficant changes made by the 1954 Regular 
Session of the Legislature, are the Tax Laws 
of the State of New York. Especially handy 
for brief-case use, this up-to-date tax aid 
brings together, in one convenient volume, 
the complete texts of effective articles of 
Chapter 60, Consolidated Laws of New 
York, supplemented by Chapter 346 of 1949, 
relating to establishment of State Board of 
Equalization and Assessment. Also included 
are the current provisions imposing admis 
sions and pari-mutuel taxes on horse races. 
This useful reference should prove a helpful 
time-saver for the New York Tax Man. 


(Continued on page 479) 
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Intermediate Accounting (Revised Edition) 
By Arthur W. Holmes and Robert A. 
Meier. RicHARD D. Irwin, INc., Home- 
wood, Ill.. 1954. Pages: xvi + 834; $8.65. 
This text is a revision of the first edition 
published in 1949. The announced objective 
Pf this revision is to bring about increased 
teaching effectiveness. The authors were 
evidently convinced that their original text 
was too extended and contained some topics 
that could be advantageously omitted. The 
significant deletions include the chapter on 
Factor vy Costs, cert 1in sections dex ling with 
long-term construction accounting, and cer- 
tain*phases of corporate capital. The treat- 
ment of Reserves has been separated from 
Funds; and the discussion of Compound In- 
terest Functions has been removed from the 
chapters on Investments and Fixed Liabili- 
ties and has been placed at the end of the 
text. 

Teachability of a text is a quality that 
makes for effectiveness in reaching the un- 
derstanding mind of the student through 
the media of lecture and assigned study. The 
authors were evidently convinced that the 
straightforward concise statement of princi- 
ples is more effective than the extended dis- 
cussion of comparative philosophies. Rather 
than confuse the student with alternate pro- 
cedures and minority opinions as to prin- 
ciples, the authors have, as a rule, presented 
single compact treatments of the usual topics 
contained in Intermediate Accounting. 

While the titles of Funds and Reserves 
may be analyzed by citing many of their 
technical aspects, the authors have seen fit 
to treat these topics in a way that is readily 
comprehended by the average intermediate 
student. The area has been considerably 
expanded but without any undue development 
of the several mathematical principles in- 
volved. The graduate student, who is major- 
ing in accounting, may find the need for some 
additional problems wherein financial man- 
agement of funds is more fully illustrated. 
The undergraduate student is provided with 
enough material for all practical purposes. 

The authors have included several changes 
in accounting theory as reflected by recent 
bulletins of the A. I. A. This 0 el 
apparently was not one of the principal re 
sons for the revision. Evidently the authors 
were satisfied with their coverage of prin- 
ciples and practices in their first edition—in 
fect they were convinced that there was a 
surplus of coverage to the detriment of 
teaching effectiveness. Within the area of 
intended distribution this text should be well 
received and will go a long way toward the 
lessening of the burdens of the accounting 
instructor who is satisfied with a basic cov- 
erage of intermediate accounting. 

LAWRENCE W. SHERRITT 


Baruch School of Business and 
Public Administration 
New York, N. Y 
(Continued on page 482) 
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HOW YOUR 
ORPORATION CLIENTS 
CAN ADD TO THEIR 
EARNINGS 

1 rer veo 


4 Savings Dividend 
2 3 > 


ON FUNDS 
WHICH MAY 
NOW BE 
LYING IDLE 


CORPORATION OFFICERS often look for 
places where they can invest surplus 
funds, trustee funds, funds for deprecia- 
tion, self-insurance funds, reserves for 
taxes, lease deposits, etc. 

A NINTH FEDERAL Corporate Fund 
Account provides security of principal, 
availability and reasonable return. (Sav- 
ings dividend at 22% per year, cred- 
ited semi-annually.) To conserve divi- 
dends, passbook loans are available. Up 
to $10,000 insurance per account by 
Federal Savings and Loan Insurance Cor- 
poration. As many accounts as desired 
may be fully insured if held in trust for 
different beneficiaries. For example: 
lease deposits held in trust for tenants. 
DESCRIPTIVE FOLDER CP-3 is waiting for you. Phone 


or write Edgar R. Tostevin, Vice-President, or visit 
either of our two convenient Savings Centers. 










OVER 





RESOURCES 


$60,000,000 





BOOKKEEPERS 
or LM I Pa D 
pyC- AGENCY 


memeecClIED BY A C.P. A. 


RESPON STS LE 
EXPER TENGE D 
BOOKKEEPING 
PER sS-0 NOE 4, 
BXG LY Sar V EL y 


299 MADISON AVE., NEW YORK 17 


Peer nONE: OXFORD 7-2237 








APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 


STANDARD APPRAISAL COMPANY 








PITTSBURGH 6 CHURCH STREET STL ANTA 
PHILADELPHIA NEW YORK, N. Y. ST. LOUIS 
EMPORAR 


Operators on our egeilt "We bill you. 
Inventories, Audits, Etc.-In your office or ours. 


A.J.HUMBY BUSINESS SERVICE 


1674 BROADWAY, NEW YORK 19—CO 5-6981 











specializing in the employment requirements 
of the public accountant -id- his clients 


ROBERT HALF 


personnel agencies 


new york city 


long Island cit 
longacre 4-3834 Sell 6.5707 


stillwell 6-5707 


130 w. 42 street | 25-15 bridge plaza n. 


directed by a certified public accountant 





BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 20¢ a word, minimum $5.9 

Situations Wanted: 10¢ a word, minimum $2. 

Business Opportunities: 15¢ a word, minimum $3, 
Box number, if used, counts as three words, 

Closing Date—ISth of month preceding date of 
publication. 





HELP WANTED 





Staff Manager 
NYC—CPA firm, 12-15 men, growing or- 
ganization, requires man with high caliber 
experience to assist in management of staf. 
Should have working knowledge of all taxes, 
$7,200.00 base salary. Replies in strict con- 
fidence. Box 736, New York C.P.A 





CPA, over 36, dynamic, tax-minded, ambi- 
tious to assume responsibilities and develop 
professionally to partnership level; medium 
well established certified firm; exceptional 
opportunity. List age, previous employers, 
employment periods and earnings, salary 
desired, when available. Box 739, New York 
PA. 





BUSINESS OPPORTUNITIES 





Mail and Telephone Service: Desk provided 
for interviewing. $6.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 


’ 





Accountants’ Reports Typed 
Accurately and Attractively! Also expert 
mimeographing | Lillian Sapadin, 501 Fifth 
Avenue, MU 2-5346. 





Don’t Let Your Work Pile Up! 
Monthly Reports Typed Quickly, Accurately 
Tax Reports - Correspondence 

Mimeographing 
BURLINGTON STENO SERVICE 
55 West 42 Street, Cor. 6th Avenue, 8th Fl. 
LAckawanna 4-2230 








C.P.A., N. Y. - 33 - Partnership Status - 

4 years - Have small practice - national firm 

experience - excellent credit contacts. Ex- 

perienced - bankruptcy, S.E.C. and tax 

examinations. Available early fall. Box 734, 
A 


New York C.P 








C.P.A., 35, will relocate within 100 miles ot 
New York City. Will purchase part or en- 
tire practice. Also consider partnership. 
30x 737, New York C.P.A. 


ee 





C.P.A., member, age 34, own _ practice, 
desires per diem arrangement to manage 
accounts or entire practice of over)urdened 
or retiring practitioner. Box 738, New York 
CPA. 





(Continued on page 481) 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


(Continued from page 480) 


BUSINESS OPPORTUNITIES (Continued) 





CPA with substantial practice, seeks to rent 
a large extra room and _ services, Grand 
Central area, to a young CPA with practice 
in excess of $10,000, looking towards an 
association. Box 740, New York C.P.A. 

CP.A., 33, excellent background and good 
potentials, own practice $8,000 gross per 
annum, free approximately ten days _ per 
month, seeks merger with well-established 
certified firm. Box 741, New York C.P.A. 








C.P.A., 27, desires to purchase partnership 
interest with overburdened practitioner or 
employment arrangement with view to even- 
tual partnership. Box 742, New York C.P.A. 


SITUATIONS WANTED 





Work at Home 
Comptometrist - own machine. Diversified 
experience with C.P.A. specializing inven- 
tories. Will pick up, deliver. Lillian Young, 
BA 9-2755. 


CPA—Attorney, age 32, Heavy Tax Ex- 
perience, seeks per diem arrangement with 
overburdened C.P.A. located in N.Y.C. Box 
732, New York C.P.A. 

C.P.A., 32, ten years diversified public 
experience. Desires association with growing 
firm, overburdened practitioner, or with 
private industry. Geographical location 
secondary to opportunity. Box 733, New 
York C.P.A. 


\ccountant, 1% years private, 2 years public, 
Bachelor and Master’s Degree in Account- 
ancy, Neat, Alert. Box 735, New York 
C.P.A. 


t 


WM. SCHNUER, BB 


¢ COMPTROLLERS 
e OFFICE MANAGERS 
¢ ACCOUNTANTS 


e EXECUTIVES 
FOR PROMPT 














| JOHN R. BLADES 
__ INSURANCE ADVISER 
# 


Complete Surveys of 


Corporate Insurance Affairs 





No Insurance Sold 


744 BROAD STREET NEWARK 2, N. J. 
Established 1926 
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Why spend valu- 

Licensee able time reading 
hundreds of letters of application and 
interviewing many prospective appli- 
cants to secure the right employee? 





This has been our task for 
thousands of firms since 1939. 


Our interviewers are educated and 
experienced in the fields of personnel 
and accounting. 


° 
We do a professional job 

* 
¢ BOOKKEEPERS 


Full Charge 


Assistants 


C.P.A,’s e SECRETARIES 
Seniors, Semi-Srs. | ¢ STENOGRAPHERS 
Juniors e TYPISTS 





e CLERKS 





SERVICE 
Wm. Schnuer 
Licensee 


Call: 


Shirley Schnuer 
Licensee 


“Serving Leading National Firms Since 1939” 


Dependable 


EMPLOYMENT AGENCY 


220 W. 42np Sr. ¢ New York 36 
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A low-cost, direct copying machine 
that fits any accounting office! 


The 


BAMBINO 
by 
OZALID 


$4100 





Saves clerical costs and speeds up work by making 
direct copies of Accounting Reports ... Tax Forms 
. . . Statements . . . Anything typed, drawn or 
written on ordinary translucent paper up to 9” 
wide! 
For details, phone or write: 
OZALID, 350 W.Fourth St.,N.Y.C. ALgonquin 5-2880 
A Division of General Aniline & Film Corp. 





CERTIFIED APPRAISALS 


Industrial Plants — Machinery 


Technical Experience Since 1916 


MODERN METHOD APPRAISALS 
Based Upon Current Market Values 


&—a 


INSURANCE*TAXESe FINANCING 
ESTATES ¢ PARTNERSHIPS 


ENGINEERING and TECHNICAL 
ANALYSIS 
° 


DAVID NEEDLEMAN 


570 SEVENTH AVENUE 
NEW YORK CITY _ BRyant 9-5115 














Appraiser for 
Leading Industrial Finance Companies 
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Materials on Accounting (Second Edition— 
1953) 


By Robert Amory, Jr. and Covington 

Hardee. THe Founpation Press, Inc, 

3rooklyn, N: Y., 1953. Pages: 592; $7.50, 

In 1948 Professor Robert Amory, Jr, of 
Harvard Law School compiled the first edi- 
tion of his MATERIALS ON ACCOUNTING for 
use in teaching accounting to law students, 
The book was unique in its field. Professor 
Amory’s theory was that the law student, 
even though previously uninitiated in book- 
keeping, should be confronted immediately 
with the broader issues of accounting and 
accounting philosophy. For example, by the 
second week of classes the student would 
wrestle with the principles of earning and 
realization of income, and the attribution of 
that income to particular periods. 


Professor Amory thought that, in this 
manner, he could best equip his students to 
handle legal problems in conjunction with 
accountants an1 businessmen. There was not 
adequate time in the usual law school cur- 
riculum to train the lawyer to be a book- 
keeper, much less to be an accountant. More- 
over, according to Professor Amory’s belief, 
these skills were not essential to the lawyer. 
Instead, the lawyer needed to develop the 
capacity to communicate intelligently with 
accountants and business men, to comprehend 
accounting formulae and data, and to con- 
ceive the possibilities and limitations of ac- 
counting as an instrument of commercial and 
economic policy. These things could be im- 
parted to the law student, according to 
Professor Amory, without stopping to give 
the student more than a hasty look at double 
entry mechanics. | 


These views, since 1948, have achieved 
acceptance in a number of law schools, and 
several subsequent case books have been 
based to a substantial extent on Amory’s 
pioneer work. 

Professor Amory, with the able collabora- 
tion of Professor Covington Hardee, has 
now brought forth a second edition of his 
work. The changes are not fundamental. 
Principally they consist of rewritten explana- 
tory text, the addition of some recent cases 
and administrative materials, and some re- 
arrangement of materials appearing in the 
first edition. There also is a new chapter 
dealing with the functions of accountants, 
which should enable the lawyer to better 
know when he should call upon members 
of the accounting profession. 

A most interesting aspect of the new 
edition, however, is Professor Amory’s cor 
tinued adherence to his views of 1948—1¢, 
that the law student needs. little or no train- 
ing in the mechanical aspects of double- 
entry bookkeeping. The new edition contains 
only 36 pages on the subject of accounting 
mechanics, about the same as in the first 
edition. By way of contrast, the boo! devotes 

(Continued on page 484) 
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(Continued from page 482) 


27 pages to ihe statement of source and 
application of iunds, a difficult and advanced 
subject. 

There are still a number of teachers who 
do not subscribe to Amory’s theory. Some 
of these believe that the accounting course 
for lawyers should be somewhat similar to 
the first-year accounting courses of business 
schools. These courses, it may be argued, 

satisfy the lawyer’s need for a_ practical 
understanding of the construction and func- 
tion of the accounts reflected in the balance 
sheet and i income statements. Thereafter, the 
lawyer should be fully able to find his way 
among the cases and administrative rulings 
in any particular area of the law, such as 
estate and trust accounting, rate regulation 
proceedings, Cte. 

\ middle-of-the-road 
adopted in other law schools. 


course has been 
For example, 


Accounting and the Law, by Dohr, Thomp- 
son and Warren, which is in use at Colum- 
bia Law School, contains a full 211 pages 


about the mechanical aspects of double-entry 
bookkeeping, plus the usual materials con- 
cerned with the broad’ principles of account- 


ing and accounting philosophy. 
The divergence of approach is not. sur- 
prising. Teaching accounting to a lawyer 


When writing to advertiser kindly mention THE 


involves a dilemma: On the one hand, there 
is inadequate time to school him thoroughly 
in both double-entry mechanics and in the 
broader principles. On the other hand, it is 
difficult for the lawyer to fully grasp the 
latter without some understanding of the 
former. For example, tax or SEC problems 
involving inventories or consolidated balance 
sheets are almost impossible to comprehend 
without some schooling in accounting 
mechanics. 


The dilemma is more than a mere academic 
issue. The last 20 years have seen an 
astounding increase in the legal importance 
of accounting, particularly in tax: ition, 
securities regulations, and public utilities. 
Even the aged legal field of contracts has 
tended to absorb and employ accounting 
forms and formulae, the use of which would 
be fraught with complexities and dangers 
for any lawyers ape facile with accounting. 


Within this context, the publication of the 
Second Edition of MATERIALS ON ACCOUNT- 
ING is of great significance. Proitessor 
Amory’s continued adherence to his 1948 
views does not necessarily indicate that we 


have arrived at a stopping point in the 
(Continued on page 528) 
NEW YORK CERTIFIED PUBLIC ACCOUNTANT August 


eR RR EES ARES ESE SR SN NS SS SF A A A A A A A ST A SS eS oe 


ck and shovel” Work pay! 


Turn the routine figure tabulation on 
your accounts into a real profit by turn- 
ing the job over to R & S. The cost of 
this service is trifling, the figures fast 
and accurate. 


bee cuss em emmy Se) SS SE cm oan am on ae Oe Ge eo Gn ae om oom os mon 













































1954 














on 
irn- 
! of 
ast 


ore 
&§ 
k! 


Tax 


cts. 


<2 


ere 
hly 
the 


the 
the 
ms 
nce 
nd 


ing 


nic 
an 
ice 
on, 
es. 
1as 
ng 
ald 
ers 
ng. 
the 
i) 
sor 
148 
we 
he 


August 








a 
Verifax. 7 sensational New Office Copying Development 
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KODAK VERIFAX PRINTER 


¢ In only 1 MINUTE—you can 
make 3 COPIES— instead of 1 
-on ORDINARY PAPER — 


for only 4¢ apiece. 





© Copies are clean, legible, smear- 
proof and long lasting. Internal 
Revenue Department will accept 
for filing Verifax copy of Form 
1040. 


e No waiting for copies to dry. 


@ No special skill or training 
required. 


@ No darkened offices. 





Your responsibility to your client will warrant 
investigation of the tremendous savings by the Verifax method 





VERIFAX is invaluable for fast, accurate and inexpensive copying—letters, reports, 
bids, contracts and documents, surveys, internal and external correspondence for 
colleagues and clients, letters of credit, invoices, bills of lading and numerous other 
uses for every office. 
VERIFAX saves hours of tedious retyping and eliminates double checking. 
VERIFAX is now used extensively at great savings, by Manufacturing Plants, Sales 
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Accounting, Export, Credit, Engineering, Legal, Medical and Executive Offices. 
PRICED AT Low $240, IT QUICKLY PAYS FOR ITSELF 
IMPORTANT: We maintain Sales and Service Staff for VERIFAX users 


For a demonstration of this sensational new method of copying—in your office, fill out coupon 
below and MAIL today. No obligation, of course. 





EASTMAN KODAK STORES INC., One West 39th Street, New York 18, N. Y. 


Gentlemen: I would like a demonstration of the new VERIFAX method of copying. Please have 
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Some interesting plans for Society 
activities are afoot. Here’s a pre- 
view of some of the things going on. 

(1) The Committee on Federal 
Taxation is organizing a tax clinic 
for September so that each of us may 
be posted on the new tax law. 

(2) The Meetings Committee is 
planning a meeting with bankers and 
other credit grantors that will enable 
our members to rub shoulders, socially 
and professionally, with the credit fra- 
ternity. Consideration is being given 
to similar meetings with government 
tax people, lawyers, controllers, etc. 

(3) The Committee on Bankruptcy 
Procedure is staging a session, open to 
all of us, that will enable us to trace 
a bankruptcy proceeding from start to 
finish, all measured from the account- 
ant’s standpoint. 

(4) The first of the new commit- 
tees to meet was the Committee of 
Members in Government Service. It 
found the Committee members en- 
thused that the role of the CPA in 
government service and in the Society 
is gaining special attention. The Com- 
mittee, in turn, has offered its assist- 
ance as technical advisor to other So- 
ciety committees that may want guid- 
ance on different branches of the gov- 
ernment. The Society membership in- 
cludes representatives from almost 
every branch of government. That 
means we have a wonderful pool of 
talent available for advice. 

(5) The experience of the Com- 
mittee of Members in Government 
Service will undoubtedly be duplicated 
by the other new committees—Mem- 
bers in Commerce and Industry, Mem- 
bers in the Field of Education, New 
Members, Women Members, Staff Ac- 
countants. Each of these has interests 
of its own for which the strength, 
facilities, and forum of the Society 
can be helpful. In turn, they can be 
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helpful to others in the Society and as 
an indivisible part of the Society as 
a whole. 

(6) In respect to committees gen- 
erally, 1 will soon make a separate 
report to you on the number of com- 
mittees, the number of Society mem- 
bers appointed, the number of firms 
and organizations represented, ete. 

(7) Harold Caffyn, our first vice 
president, and I have agreed upon the 
following program and division of 
duties: He will be at the Society office 
on Tuesday; I on Thursdays. He will 
screen all matters that come up for 
executive attention. He will refer to 
me questions of broad policy and pub- 
lic relations. He will dispose of all 
other matters. Your comments and 
suggestions will always be welcome. 

The Society proves that the whole is 
far greater than the sum of all its 
parts. Each of us acting alone could 
never accomplish what all of us 
can achieve, and have _ achieved, 
through the Society. Where would 
each of us be, without the Society, in 
protecting the value of the CPA certifi- 
cate in the eyes of the legislature, cli- 
ents, employers, etc.? Where would 
each of us be, without the Society, in 
the development and maintenance of 
standards of accounting principles, 
auditing procedures, and professional 
conduct? How else could we enjoy the 
good-will and fellowship of our pro- 
fessional brethren, except through the 
Society? These are merely illustrative 
of what the Society does for us that 
we could not do for ourselves. 

There are still many CPA’s who 
have not yet “come aboard”. We owe 
it to them to point out that they are 
short-changing themselves, and I dare 
say, short-changing us. Each of us is 
authorized and has the responsibility 
to invite them to membership. 

J. S. SEIDMAN 





Diazo Reproduction Methods Cut 


Clerical Costs in Order Processing 
and Billing 


By Ricuarp H. Gotppere, C.P.A. 


Diazo reproduction equipment has recently come in for prominent 

attention from accountants because of its possibilities for saving 

clerical work in accountants’ offices. Thus, it has been applied to 

the reproduction of tax returns, schedules, reports and work 

papers. It is the purpose of this article to call attention to even 

larger areas of clerical cost savings made possible by Diazo repro- 
duction equipment in clients’ office procedures. 


HERE are many office procedures 

which lend themselves to the use of 
Diazo reproduction equipment, since 
they involve rewriting of the same 
basic information on a number of 
forms. The area which we will con- 
sider here is that of processing orders 
and preparing invoices. This is an area 
with problems for almost all businesses 
and there is a great deal of repetition 
of the same data on many forms. Here, 
Diazo reproduction equipment can 
make substantial savings of clerical 
time by reproducing information di- 
rectly from the original order onto the 
many forms necessary for picking out 
merchandise, making shipments and 
billing customers. Much of the re- 
writing now necessary with other pro- 
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cedures can be saved by using Diazo 
methods. 

Order-invoice systems using Diazo 
reproduction equipment have been ap- 
plied to businesses of all sizes. Such 
systems are simple, highly flexible and 
easily adapted to meet the needs of a 
particular company. These systems can 
be used where there are few back- 
orders or where there are numerous 
shipments against an order. 

The basic technique is to use the 
original order, typed or handwritten 
on transiucent paper, as a “master” 
for reproducing the same information 
onto some or all of the following 
forms: 

A. Acknowledgment to customer. 


B. Instructions to one or a number 
of stockrooms for picking 
merchandise. 

C. Packing slip to be sent with 
merchandise. 

D. Delivery receipt to be signed by 
consignee and returned by car- 
rier. 

I. Labels for packages. 

I’, Bill of lading copies. 

G. Shipping order for a drop-ship- 
ment. 


H. Purchase order for material to 
be purchased for the order. 


I. Invoice in as many copies as 
necessary. 
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Advantages and Disadvantages 


This system has a number of major 
advantages : 

A. A great deal of rewriting of 
the same information is eliminated. 
Where Diazo equipment can be used, 
it would be reasonable to expect a 
saving of the full time of one clerk 
for every 100 orders processed per 
day. 

B. The reproduction of a fac- 
simile of the original order insures 
accuracy. If the original order and 
the information written on it later 
are correct, all of the forms repro- 
duced from it will be correct. 

C. Clerical time is saved by elimi- 
nating rechecking. Only the origi- 
nal order and the information added 
to it later need to be rechecked. 

D. Stock-picking instructions and 
shipping forms are prepared much 
more rapidly than with other pro- 
cedures. Order filling and shipping 
are sped up. 

I. Invoices can be prepared and 
go out the same day as shipments. 

I’. The reproduction process is 
easy to use. No time is required to 
set up the machine for reproducing 
a particular master, as is the case 
with other duplicating methods. The 
master and a piece of sensitized 
paper are inserted together in the 
machine. The copy comes out ready 

for use without further attention. 

The process is clean. The operator 

does not handle material containing 

dyes or chemicals. 

G. The cost of printing forms is 
reduced. Copies are made on blank 
sensitized paper. Whatever form is 
printed on the original order will be 
reproduced on all copies made from 
it. 

The principal objection to these pro- 
cedures is that if the master is hand- 
written, the invoice will be a facsimile 
of handwritten material. In the past, 
opinion has favored typed invoices. It 
was felt that these would make a better 
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impression on the customer. However, 
an increasing number of companies are 
sending out invoices which are fac- 
similes of handwritten material. Many 
companies are receiving such invoices, 
so that they are no longer a novelty. 
The value of a typed invoice for cus- 
tomer relations must be weighed 
against the possible additional clerical 
cost required to produce it. 


The Diazo Reproduction Process 


The Diazo reproduction process is 
very simple. The original material to 
be reproduced is printed, typed or 
written on ordinary translucent paper. 
This original is placed upon a sheet of 
sensitized paper which bears a thin 
coating of Diazo emulsion. The two 
are inserted into the machine and ex- 
posed to ultra-violet light. This light 
source deactivates the Diazo coating 
on those portions not covered by the 
opaque writing, typing or printing on 
the master. 

After exposure, the Diazo machine 
separates the master from the copy 
and delivers the master to the operator 
ready for immediate reinsertion into 
the machine. The exposed copy is de- 
veloped in the machine. The coating 
that was shielded from the ultra- 
violet light by the opaque marks on the 
original is activated by the developer 
and forms an immediate, dense, per- 
manent image. The copy comes out of 
the machine in a few seconds dry and 
ready for use. 

There are two principal types of 
Diazo reproduction machine available, 
distinguished from each other by their 
method of developing the exposed 
copy. One type (Bruning) uses a 
liquid developing solution. The other 
type (Ozalid and others) uses am- 
monia vapors. 

Diazo machines cost from $400.00 
to $6,500.00. Hourly production with 
average operators will range from 80 
to 1,200 sheets of 8% by 11 inch paper 
per hour, depending on the machine 
used. 
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It is beyond the scope of this article 
to discuss the relative merits of these 
two types of equipment. From the 
standpoint of procedures, each type is 
capable of doing the same job in the 
same way and making similar econo- 
mies in clerical labor. 


Basic Order-invoice Procedure 


As an example of the paperwork 
required to fill an order and bill the 
customer under other procedures, con- 
sider the case of a company which 
makes its shipments from a stockroom, 
with few back-orders. 

When an order is received, it is 
checked, possibly entered in the goods 
allocated section of a perpetual inven- 
tory record and sent to the stockroom 
for picking and shipping. A packing 
slip is needed to accompany the ship- 
ment, as well as a label for each pack- 
age. A delivery receipt and a bill of 
lading are also likely to be needed. If 
the merchandise must be picked from 
several locations, separate instructions 
will be needed for each location. After 
shipment, an invoice must be prepared. 
Each of these steps requires rewriting 
the same information, over and over 
again. 

Using the Diazo machine, the origi- 
nal order is itself used to reproduce all 
necessary forms with no _ rewriting. 
The details of this procedure will be 
discussed below. 


Writing the Order: 

The original translucent master copy 
of the order may originate in any one 
of a number of ways, depending on 
the circumstances in a particular com- 
pany. It may be written by the sales- 
man in the field and sent in. It may 
be written up as a result of a telephone 


call. It may be written or typed from — 


the customer’s order form. The copy 


of the order to be used as a reproduc- 


ing master should originate as early in 
the process as possible, to save writ- 
ing. 

It is possible to reproduce all of the 
forms used in order processing and 
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invoicing from the original translucent 
master, (and in some cases this may 
be desirable). However, there will be 
many cases where even the work of 
reproducing certain forms in the Diazo 
machine may be eliminated by com- 
bining them in a snap-out set, using 
one-time carbon between the parts, 
Thus, these forms may be written 
simultaneously with the original trans- 
lucent master. The snap-out set may 
include a customer acknowledgement, 
delivery receipt and packing slip. (The 
packing slip may possibly have a de- 
tachable top section showing the cus- 
tomer’s name and address, for use as 
a label.) The snap-out set may also 
include copies for stock-picking  in- 
structions, for use if merchandise must 
be picked from several locations. 
One section of the order form may 
be used for “house information” 
which is not to be reproduced on forms 
which reach the customer. If this is 
the case, sensitized paper of shorter 
size than the master will be used for 
copies so that the confidential section 
is not reproduced. (As an alternative, 
an orange blockout may be printed on 
the confidential section of the master. 
Information written in this section will 
be legible on the original but a solid 
black blockout will be reproduced on 
the copies. However, the method of 
using shorter size paper for the copies 
is preferable to this method if it is de- 
sirable to reproduce the confidential 
information on other internal forms.) 


Filling the Order and Shipping: 

When the order is received, it is 
checked for correctness. At this time, 
the order may be checked against a 
perpetual inventory record to see if 
the items ordered are in stock. If so, 
a deduction will be made on the in- 
ventory record. When this has been 
done, a mark will be made on the order 
beside each item which must be back- 
ordered or cancelled. 

If the merchandise must be picked at 
several locations, it is desirable to give 
each location a copy of this order. 
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(Using one copy which travels from 
location to location may delay ship- 
ment). There are several ways to 
give each location a copy of the order: 

A. Stock-picking copies may be 
incorporated in the snap-out set, if 
one is used for order writing. 

B. If a packing slip and delivery 
receipt are incorporated in the snap- 
out set, these may be used as stock- 
picking copies and then returned to 
the shipping point to accompany the 
shipment. 

C. A second translucent master 
may be incorporated in the snap-out 
set. This second master may be 
used to prepare stock picking copies 
in the Diazo reproducing machine. 
When the merchandise which has 

been picked arrives at the shipping 
point, the quantities shipped will be 
entered on the original order, packing 
slip and delivery receipt. (If these 
forms are incorporated in the snap-out 
set and the set is left intact up to this 
point in the process, the original car- 
bons can be used to make the entry of 
the quantities shipped simultaneously 
on all copies. ) 

Preparing the Invoice: 

The master is now priced and ex- 
tended, usually by a comptometer 
operator. Extensions and totals are 
entered on the master by hand, rather 
than by a billing machine. This pro- 
cedure eliminates the invoice-typing 
operation entirely. Invoices are then 
prepared in the Diazo reproducing 
machine, in aS many copies as are 
necessary. Different paper colors can 
be used for the copies to distinguish 
them according to purpose. 


Procedure for Partial Shipments and 

Back-orders 

Diazo reproduction makes possible 
even greater clerical cost savings when 
partial shipments and back-orders are 
necessary. 

If a partial shipment is made, the 
unshipped items on the original order 
will usually be transcribed onto a new 
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order form. If merchandise is picked 
from more than one location, the items 
remaining to be shipped must be 
written on new stock-picking copies, 
new shipping forms and a new invoice. 
If an item remains unshipped through 
several partial shipments against the 
order, it will have been written on 
a separate order form after each ship- 
ment. Thus, the rewriting of the same 
information from the original will be 
multiplied. Each rewriting also re- 
quired rechecking. 

Diazo reproduction methods greatly 
simplify the usual procedure. The in- 
formation on the original order is 
copied mechanically onto all forms for 
all shipments against the order. The 
only information which must be 
written in for each shipment is the 
quantities shipped, the prices and the 
extensions. 

When a shipment is to be made, the 
master is used in the Diazo reproduc- 
tion machine to produce the stock- 
picking copies and shipping copies. 
The invoice is prepared after ship- 
ment. There are two methods of re- 
cording the quantities shipped and 
preparing an invoice: 

A. If the number of shipments 
required to complete an order aver- 
ages three or less, the master order 
form can be designed with separate 
sections for each shipment in the 
“Quantity Shipped” and “Amount” 
columns. The “Amount” columns 
and invoice totals for previous ship- 
ments can be eliminated from the 
current invoice copy by using shorter 
size sensitized paper for the invoice. 
Thus, the invoice will show only the 
amounts for items in the current 
shipment. (The “Quantity Shipped” 
columns of the master will be repro- 
duced and will show the status of 
shipments against the order to date). 
If this method of recording quanti- 
ties shipped is used where the num- 
ber of shipments against an order 
averages four or more, a great deal 
of information accumulates on the 

‘ (Continued on page 498) 
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Some Aspects of Performance of 


Management Services by CPAs 


By Rocer WEtLINGTON, C.P.A. 


The performance of management services by CPAs poses certain 
practical problems: How can a practictioner gain recognition as 
a competent specialist in this area? What new problems of pro- 
fessional ethics arise by virtue of this type of practice? What 
responsibility does the CPA have for the results of his manage- 


ment service work? 


Is specialization essential to successful 


performance in this field? If so, what direction should it take? 
This paper presents the author’s views on these questions. 


end doubt, there is an oppor- 
tunity for certified public ac- 
countants to perform management 
service work. Evidence of the oppor- 
tunity for this type of work is that 
such work is being done by individual 
practitioners and small firms for their 
clients on an informal basis. Much 
of this work has not been called “man- 
agement service” but has been fitted in 
with and supplemented regular audit- 





RoGER WELLINGTON, C.P.A., is a 
member of our Society, of the New 
York Chapter of the National Asso- 
ciation of Cost Accountants, and of 
the American Institute of Account- 
ants. He was graduated from Har- 
vard College (A.B., 1937) and from 
the Graduate School of Business 
Administration of Harvard Uni- 
versity (M.B.A., 1939). 

He has been associated with Sco- 
vell, Wellington & Company (of 
which firm he is now a partner) 
since 1939, except for a three and 
one-half year period of service as a 
commissioned officer in the U. S. 
Navy, during World War II. 

Mr. Wellington has had extensive 
experience with the management 
problems of many industries of all 
types and sizes. He is a member of 
the Institute’s Committee on Man- 
agement Services by CPAs. 

This paper was presented by him 
on June 21, 1954, at the 21st An- 
nual Conference of the Society, held 
at Saranac Inn, N. Y. 











492 





ing and tax work performed for clients, 
A number of the large public account- 
ing firms maintain management serv- 
ice departments, and some have for 
many years. 

Is this opportunity to render man- 
agement services not so clear as it 
seems? Why are not CPAs looked to 
more for such services? Partially to 
answer these questions, I shall describe 
some of the problems that will arise 
or can be forseen when the profession 
of public accountancy attempts to en- 
compass such work, recognizing that 
individual abilities and particular cir- 
cumstances have an important effect. 
Some of these problems will be pecul- 
iar to the certified public accountant 
when he expands outside the present 
generally recognized scope of our pro- 
fession. However, many of the more 
important problems are recognized as 
basic problems by those firms engaged 
solely in management engineering or 
management consulting work. 

It seems to me that the basic pro- 
fessional problems may be grouped 
under the following four categories: 

1. Development of management 
services 

2. Ethics 

3. Responsibility for management 
services rendered 

4. Specialization and consultation 


Development of Management 
Services 


For an individual practitioner or 
firm consciously to initiate a program 
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of performing management services 
for its clients, as distinct from services 
which it might incidentally render in 
the normal course of professional 
work, is not simple. In order to per- 
form such work with any marked 
degree of success much ability and ex- 
perience are required, but, at the same 
time, the requisite ability and experi- 
ence can be developed only through 
actual performance. How can one be- 
gin to hold out one’s self as qualified 
in this field without first establishing 
something of a reputation? In public 
accounting and other well established 
professions, prescribed training must 
be completed before one is officially 
admitted to a professionally qualified 
status. No such standards exist in the 
field of management consulting work. 

Since one must have or develop abil- 
ities to perform this sort of work 
successfully, the obvious first step is 
to set up some sort of a program for 
individual and staff development. One 
who expects immediate achievements 
should not make a serious effort to 
enter this field, since results probably 
will accrue only gradually over a per- 
iod of years. Sound development of 
individual and firm abilities in this 
field must be a long range program. 

Professional service of the indepen- 
dent accountant in management con- 
sulting calls for types of ability and 
experience that are not required for 
other phases of professional accounting 
practice, such as auditing or tax serv- 
ice. The work and the approach to it 
are different. Management consulting 
work, by and large, requires an outlook 
markedly different from that which 
is typical of the successful auditor. 
One should be interested in changing 
results and not just in analyzing them. 
One must learn to approach the finan- 
cial facts and figures from the point 
of view of their practical usefulness 
to management in coping with its prob- 
lems, rather than from the point of 
view of reporting upon the perform- 
ance of the company to the owners or 
outsiders. 
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The average public accountant may 
not often have the opportunity to carry 
out an extensive management service 
engagement, but he should find many 
opportunities to suggest improvements. 
However, for even minor improve- 
ments to be sound, in general they 
must fulfill the same requirements that 
would be expected of rather extensive 
changes involving large sections or the 
whole organization. The minor change 
must fit in logically with and comple- 
ment the whole. Therefore, to be suc- 
cessful in performing management 
services for clients, the practitioner 
must know his client and his client’s 
business thoroughly, and have a better 
understanding of the operation of the 
business than needed for purposes of 
audit or taxes. Many practitioners 
are handicapped in this respect because 
they may never have had experience in 
operating a business and do not appre- 
ciate the information management 
needs concerning its problems. Public 
accountants, because of their training, 
tend to think first of the secondary 
purposes of the business records, that 
is, protection of the business and com- 
pliance with legal or other outside re- 
quirements. Managers of businesses 
usually appreciate the importance of 
these purposes but regard them as a 
necessary burden and not as the most 
important function of business records, 
which is to supply information for the 
management. Many men who are good 
auditors are unable to appreciate the 
viewpoint and needs of business man- 
agement. The accountant, to be suc- 
cessful in serving management, must 
get a “feel” of the business and know 
what information is important for ef- 
ficient operation and what is relatively 
unimportant. 


In addition to the basic problem of 
developing the individual, the staff and 
the firm to qualify for this kind of 
work, the accounting profession faces 
another natural obstacle, namely, lack 
of public recognition of the willing- 
ness of public accountants to undertake 
this type of work. Furthermore, I 
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think that there is little general accep- 
tance that public accountants are quali- 
fied to perform this type of work and 
produce satisfactory results. When a 
business man is faced with a manage- 
ment problem in which he thinks out- 
side professional assistance might be 
of value does he think of his certified 
public accountant? My impression is 
that all too few business men do, un- 
less their accountant, by showing a 
constructive interest in the client’s 
business and by volunteering practical 
and useful advice for suggestions in 
small matters which have come to his 
attention, has indicated that he is cap- 
able of being of real professional assis- 
tance as a business adviser. The Amer- 
ican Institute of Accountants and the 
State societies are carrying on pro- 
grams better to acquaint the public as 
to the capabilities of certified public 
accountants. What the individual ac- 
countant can do in this respect is to 
show his clients, by his attitude and 
actions, that he possesses such breadth, 
understanding of business problems, 
and willingness to undertake construc- 
tive work, that he can be expected to 
be of real assistance in consulting with 
management and serving management. 

I do not intend to say that public ac- 
countants, particularly individual prac- 
titioners and smaller firms, are not 
being of constructive help to their 
clients. Many of them are. However, 
my impression is that they are not get- 
ting adequate recognition from their 
clients and others for the constructive 
work done or suggestions made. 

This problem of identifying the 
CPA with this kind of work, both in 
his own mind and in the general un- 
derstanding of the business public, is 
most important. It seems to me that 
it is essential for the CPA himself to 
take a point of view which sees man- 
agement services as a logical, useful 
and distinct part of his professional 
activities before the public can be ex- 
pected so to accept him. 
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Ethics 


New problems of an ethical nature 
arise when the CPA becomes active jn 
the management consulting field. 

For his own protection and for that 
of the profession, he should not solicit 
clients, either directly or indirectly, nor 
should he encroach upon the practices 
of other accounting firms. Manage- 
ment consulting firms, with whom he 
may compete in this field, have no such 
restrictions on their promotional actiy- 
ities and many of them actively solicit 
and compete for new business. In this 
respect the CPA is handicapped in so 
far as offering strictly management 
consulting service is concerned. How- 
ever, a reputation for good work and 
high professional standards is more 
important and, in fact, is more pro- 
ductive of new assignments and new 
clients than is solicitation, and _ this 
avenue of obtaining new work is just 
as available to the independent account- 
ant as to others. Experience clearly 
indicates that “word of mouth adver- 
tising” is by far the best source of new 
work. 

The CPA may become sufficiently 
proficient and well known in a given 
field of work that clients of other ac- 
counting firms request his services to 
assist with these specific management 
problems. This will bring up some 
rather complex practical and ethical 
problems in his relationships both with 
the client and with the client’s regular 
accountants. It is clearly unethical for 
him to try to persuade this temporary 
client that he should take over the 
audit and tax work, but what if the 
client, unassisted, requests it? Without 
pretending to answer this and related 
questions, it seems to me that the CPA 
in such a situation must use extra care 
in his professional relationships. 

Assistance and services in the man- 
agement service field should be kept 
on a professional basis. For the ac- 
countant to participate actively and di- 
rectly in management and make man- 
agement decisions would raise serious 
doubts concerning his independence 
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when it came to auditing and giving 
his opinion as to the financial state- 
ments for the same client. However, 
I should like to make it clear that the 
independence referred to is primarily 
that of a state of mind rather than 
complete divorce from participation. 
The important thing is that the ac- 
countant must’ not put himself in a 
position where he has any selfish in- 
terest in, or cannot maintain an ob- 
jective attitude towards, the financial 
statements of his client. 

The CPA who intends to continue 
his practice, as such, obviously must 
not enter into any activities or arrange- 
ment which are in direct conflict with 
the ethics or standards of the profes- 
sion. However, it does not seem to 
me that this should preclude him from 
entering into a rather wide range of 
management service activities so long 
as he maintains his independent view- 
point concerning his clients and their 
financial affairs. In other words he 
must exercise good judgment and some 
caution, but I cannot see that he would 
be hampered materially in performing 
effective management consulting work 
for his auditing clients and for others. 


Responsibility for Management 
Services Rendered 


There is a good deal of uncertainty 
and misunderstanding among the busi- 
ness public, and I am sure that there is 
within our profession, as to what con- 
stitutes acceptable standards of per- 
formance in connection with manage- 
ment service work. I thirik we would 
all agree that the standards of conduct 
and personal action should be on the 
same level as those observed in the 
usual professional work. It is the 
standard of quality of the work itself 
that is in doubt. 

Some types of management consult- 
ing work which are aimed at achieving 
immediate and rather direct reductions 
of expense or cost can be measured 
effectively by the amount of reduction 
which results from the work done. In 
many other instances, as, for example, 
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in an organizational change, it is im- 
possible to relate the accomplishments 
immediately to any tangible improve- 
ment or amount of saving. Similarly, 
the benefits achieved from the installa- 
tion of a cost accounting system, where 
one has not been used before, tend to 
be long-run rather than immediate. 
Quite frequently, it is most difficult 
for the client to judge the quality and 
result of the work, assuming that he is 
fully satisfied with the manner in which 
the work has been carried on. Never- 
theless, the final criterion is the results 
achieved by such work and the satis- 
faction of clients. 


Unfortunately, clients are not always 
themselves qualified to judge the qual- 
ity of the work. Through inability of 
the client’s management personnel to 
make use of information furnished to 
them, it sometimes happens that a well- 
performed job neither achieves the re- 
sults of which it is potentially capable 
nor is the client satisfied with the re- 
sults. I have seen a number of in- 
stances where well-designed and devel- 
oped standard cost systems have been 
installed but, because the management 
has not tried to understand this tool 
of management control and has been 
unable to use the resulting variances 
in managing the business, the net re- 
sult of the system installation could 
only be called a failure. The lesson 
from such instances is that the account- 
ant should be very careful about rec- 
ommending or performing work or 
developing systems, regardless of in- 
trinsic merit, if he has doubts whether 
the information or system, will be 
properly utilized by the particular 
client. 


It is most important at the outset 
of a management service engagement 
to have a clear understanding with the 
client as to the terms of the engage- 
ment, the extent of authority and free- 
dom in the work, and the exact scope 
of the work. Many assignments of 
this type have ended unsatisfactorily 
merely because the client and the pro- 
fessional firm did not have a clear 
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mutual understanding of exactly what 
was expected of each. This difficulty 
may be aggravated because the work 
to be done after is not easy to define or 
to determine completely. Frequently 
the client does not really know what 
he wants or needs, even though he may 
request that something fairly specific 
be done. It may turn out that some- 
thing entirely different is needed. In 
fact, the primary and most difficult task 
of management consulting work is de- 
termining what the problems of man- 
agement are. 

It is frequently difficult to estimate 
in advance the extent of the prospec- 
tive engagement. The time required 
will depend largely on the cooperation 
and assistance received, and this often 
can not be known in advance of actual 
experience on the particular assign- 
ment. Much valuable information and 
assistance can be obtained from the 
client’s employees if their cooperation 
is sought and encouraged, and most of 
the mechanical work should be done 
by the client’s employees since the ac- 
countant will seldom be taking personal 
responsibility for specific figures. 

In his performance of management 
service work, the CPA has a responsi- 
bility towards the future rather than 
to the past and his responsibility is 
almost wholly to the client, with usu- 
ally no direct responsibility to the pub- 
lic or to others. Much of the usual 
professional work is concerned primar- 
ily with evaluating or analyzing what 
has occurred, whereas management 
service work is concerned mainly with 
future plans and actions. This being 
so, the accountant cannot assume the 
same specific responsibility for his 
management service work that he does 
for the financial statements. Neverthe- 
less, he cannot avoid reasonable re- 
sponsibility for the results of his man- 
agement service work, even though 
there are no ready nor specific stand- 
ards to guide him or against which to 
measure his results. 

It seems logical that most account- 
ants should, without much additional 
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effort and experience, be able to be- 
come qualified to consult with man- 
agements and perform work for their 
clients in those fields very closely re- 
lated to accounting. For example, | 
should assume that most accounitants 
are qualified to develop a cash forecast, 
Most accountants should be familiar 
with a substantial part of budgeting, 
CPA’s are presumed to have a reason- 
ably good knowledge of cost account- 
ing, but I believe lack of experience, 
through too intensive attention to au- 
diting alone, limits the experience and 
ability of many accountants in the 
field. To what fields the work should 
be extended will depend almost wholly 
on the experience and ability of the 
individual practitioners partner or staff 
man and the work he and his firm are 
qualified to perform. 


Specialization and Consultation 

Is specialization essential to the suc- 
cessful carrying on of management 
consulting work? What direction 
should specialization take? A certified 
public accountant should certainly hesi- 
tate to embark on a program of devel- 
oping management services if he has 
not thought out reasonable answers to 
these questions. In using the word 
specialization here I am _ considering 
it to imply detailed knowledge of spe- 
cific things, matters and methods, and 
first-hand experience with actual ap- 
plication as distinguished from broader, 
more general and possibly theoretical 
knowledge without first-hand experi- 
ence. Used in this sense, it clearly is 
necessary to specialize in order to per- 
form efficiently in the field of render- 
ing services to management. The field 
is too broad for one man’s first-hand 
knowledge and experience to cover all 
possible areas. 

A well-informed, intelligent man, 
experienced in business generally, could 
probably perform creditably on almost 
any problem, if given time. However, 
it would take him so much time to 
explore and inform himself concerning 
all the aspects and ramifications of 
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most business problems that he could 
not hope to perform the work within 
a reasonable length of time. Therefore, 
he could not compete with the special- 
ist who presumably would catry some 
major portion of the necessary back- 
round and information in his head. 
Applying general experience and broad 
business judgment to a client’s prob- 
lem, much as would an outside mem- 
ber of the board of directors, would 
be the exception to this. 

Specialization may take a number of 
different forms. Within a given firm 
individuals can specialize in specific 
fields, either wholly or in addition to 
their general professional work. If 
the firm is large enough and there 
are sufficient individuals, specialists in 
most fields can be available within a 
single firm. The top men will then 
have the opportunity of being rela- 
tively broad and unspecialized, relying 
on the specialists under them for de- 
tailed work and knowledge in the spe- 
cific fields. Then an individual prac- 
titioner or one member of a firm might 
specialize in various ways: by industry 
or type of business, by functions or 
types of problems, or, in another way 
which most of us do not think of as 
specialization, he can become a spe- 
lialist in the business of particular cli- 
ents of the firm in the sense that he 
becomes rather fully informed as to 
the operations of those businestes. 

It is obviously impractical for the 
smaller firm of certified public account- 
ants or the individual practitioner to 
specialize in all these respects. Each 
should plan, if possible, what course 
his specialization should take and how 
best to make use of his specialized 
knowledge and experience for the ben- 
efit of his clients. 

One point that might be mentioned 
in connection with specialization is that 
management service work does not 
lend itself generally to the use of jun- 
ior staff members. Except for rela- 
tively routine portions of a large pro- 
gram of work that is being carried 
out, it is essential that work on man- 
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agement consulting assignments be per- 
formed by staff men or partners who 
are mature, experienced, and have the 
personal qualifications necessary to win 
the confidence of and persuade other 
people. These men must be able to 
recognize business problems when they 
see them. 

Let us assume that a CPA sees and 
recognizes a problem in the manage- 
ment or organization of one of his 
clients, but does not feel that he or 
anyone in his firm is qualified to do 
any more than suggest to management 
that steps be taken to improve the 
situation. He certainly should not 
undertake to perform work for the 
client for which he is not qualified. 
What then can he or should he do to 
assist his client in such a case? It 
seems to me that he should follow the 
practice of other professions and rec- 
ommend to the client the calling in of 
another professional firm which does 
have the specialized ability to perform 
the job needed. Apparently, in the 
accounting profession there has been 
reluctance to do this for at least two 
fairly obvious reasons. First, the indi- 
vidual accountant may be reluctant to 
call in another firm of accountants who 
may have the necessary special experi- 
ence and ability, for fear of losing his 
client. Second, there is no recognized 
source of information where the ac- 
countant can find the names and quali- 
fications of other types of specialists 
such as engineers, industrial engineers 
or marketing consultants whom he 
might recommend. Certainly to make 
any such recommendation he must 
himself be satisfied that the consulting 
firm would perform its work accord- 
ing to standards satisfactory to him 
and his client. The accountant should 
therefore make every effort to keep 
himself informed of other firms who 
are qualified to perform good work 
in the various fields of management 
consulting work, even though there 
are no. official sources of such 
information. 


Unless the accountant is willing to 
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call in other qualified firms on a con- 
sulting basis for the benefit of his cli- 
ent, he limits the extent to which his 
clients can look to him for help and 
advice. For the benefit and develop- 
ment of the profession as a whole, I 
believe that we, as CPA’s, should make 
wider reference, on a consulting basis, 
to firms with special abilities both with- 
in and outside the profession, who can 
really help our clients. 

A CPA who actively enters into the 
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distinct from his usual professional 
work, will be faced with problems 
which are either new or of greatly in- 
creased importance. If CPAs cope 
with these problems adequately and 
successfully render additional services, 
in a professional manner, to the man- 
agements of businesses, the status of 
certified public accountants can be en- 
hanced as to scope, prestige and re- 
muneration. 


oe ( 


Diazo Reproduction Methods Cut Clerical Costs 
in Order Processing and Billing 


(Continued from page 491) 


master and it becomes difficult to 
read. 

B. If the number of shipments 
required to complete an order aver- 
ages four or more, the best proced- 
ure is to use a separate “intermediate 
master” for preparing the forms for 
each shipment. The “intermediate” 
is a translucent master made from 
the original master in the Diazo re- 
producing machine. The quantities 
to be shipped are entered on the 
intermediate if this is to be used 
to run stock-picking and shipping 
forms. (If not, the original master 


may be used). After shipment, the 
quantities shipped and the exten- 
sions are entered on the “interme- 
diate master”. This is used to run 
one invoice and is then filed in a 
closed file. No entries are made on 
the original master, since this will 
be used to reproduce the original 
order information onto a new “inter- 
mediate master” for each shipment. 
Thus, an unlimited number of ship- 
ments can be made against the origi- 
nal order and its information can be 
reproduced on all forms for all 
shipments. 
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pendence of the certified public accountant in this dual setting will 
require considerable individual pioneering effort. He concludes 
that although it may be more difficult, because the situations 
encountered in labor-management problems are often fraught with 
considerable controversy, improved and extended professional 
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in a mentioned as possible sources of technical 
_ - : 
a and yet has places to go, its maturity opinion, The press recently resected & 
will has called forth more realistic discus- statement by Mr. (Walter) Reuther that 
all sions on the role of accountants, with a group of experts of the American Sta- 
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hip- the place of certified pu slic accountants sions (estimates of costs, profits, and 
ee in any field on the basis of circum- prices in the automobile industry) sub- 
08 stances without expressing the feeling mitted in a brief filed by the caged in the 
n be : S its new cian 
that they are not accepted according course of its negotiations with manage 
all Op iis : el ment. The Twentieth Century Fund, in a 
to their merits. Not too long ago, how- report on collective bargaining, announced 
ever, there was editorial comment in in the press October 29th, urged that both 
this vein with respect to labor-manage- labor and management make greater use 
of ‘such technical assistants as economists 
and engineers, and that they develop im- 
is 2 ; : partié il tact-finding techniques so that bar- 
J. B. C. Woops, C.P.A., is a gaining adjustments can be based on facts 
member of our Society, the Ameri- rather than on compromises that have little 
can Institute of Accountants and relation to them, 
the Institute ot Chartered Account- “Costs and profits can hardly be de- 
ants (England and Wales). He is scribed properly as facts. Their determi- 
a partner of Fedde & Company, nation involves allocations in which human 
Certified Public Accountants, and judgment must be a factor, but it is cer- 
i ce eed Ae ane im tainly the accountant, rather than the stati- 
wrote this artic ew ni . Serving as stician, the economist, or the engineer, 
chairman of the Society’s Commit- who is trained to determine costs and 
tee on Labor and Management. profits with the closest approach to accu- 
racy.” 1 
1 Editorial, “Dividing Corporate Income,” Journal of Accountancy, December, 1945. 
ust 
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The foregoing comment is indicative 
not of the state of the profession but 
of its participation, or non-participa- 
tion, in labor-management relations. 
In considering the role of the ac- 
countant, what it is and what it may 
be, in labor-management relations, a 
field that is relatively new to him, wish- 
ful thinking and unfounded claims of 
accomplishment should be avoided. 
There must be recognition of limita- 
tions as well as of the opportunities 
for service. It is a very controversial 
field. It is not a new relationship, but 
the part accountants may play may be 
new. In this article no claims are made 
that accountants or the use of their 
statements will establish general in- 
dustrial peace. The world is not so 
simple. Let the statements which ac- 
countants prepare or certify be reliable 
and informative, and perhaps useful. 
The relationship between capital and 
labor, employer and employees, corpo- 
ration and worker is more often cur- 
rently spoken of as labor and manage- 
ment, labor-management relations, or 
simply as labor relations. Management 
like labor is compensated by capital, by 
the employer, by the corporation own- 
ing the business which management 
operates. Management may be com- 
pensated in large measure in the form 
of bonuses or profit-sharing on a basis 
quite distinct from compensation to 
other employees. When not identical 
with capital, management is closer to 
the owners and often has a substantial 
stock interest. Labor and management 
therefore means labor as distinguished 
from management and capital, with 
management representing capital which 
usually operates through a corporate 
form. This does not mean that there 
is never a conflict of interests between 
management and_ stockholders. It 
merely means that in labor-manage- 
ment relations that conflict is not up- 
permost; is in fact completely subordi- 
nated, while the relationship between 
capital and labor, employer and em- 
ployees appears as a relationship be- 
tween labor and management with 
management representing the owners 
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of the business. Large capital is, of 
course, always represented by manage- 
ment whether it be vis a vis supplier, 
landlord, banker, customer or worker, 


The Accountant’s Role in the 

Field of Business 

A word about the position of ac- 
countants in the field of business in 
which they are well established, par- 
ticularly the relationship between stock- 
holders and management. As auditors, 
independent certified public account- 
ants are sometimes appointed by the 
president, an executive committee or 
the board of directors, that is, by man- 
agement, and sometimes by stockhold- 
ers. The auditors may report to those 
who appointed them or to those to 
whom it is requested they report. Re- 
gardless of the source of the appoint- 
ment there may be a short report to 
stockholders, or to the public by. means 
of a report delivered to management 
for publication, and perhaps a long 
report to management. There may be 
other reports, such as a federal income 
tax return addressed to the Treasury 
Department and prescribed statements 
filed with federal and state regulatory 
bodies. In each instance there is a 
relationship between the auditors and 
management, the financial statements, 
tax returns and so forth being those 
of the corporation submitted by the 
management and supported by the 
opinion, certificate or report of the 
auditors. In each instance the auditors, 
despite a necessary relationship with 
management and regardless of how 
they were appointed, seek to maintain 
independence, negatively evidenced by 
a lack of financial interest in the enter- 
prise and by the absence of employer- 
employee relationship, and _ positively 
expressed by a responsibility which ex- 
tends beyond management to the stock- 
holders, and in some measure beyond 
those enjoying privity of contract. 


Independence—the Hallmark of the 
Profession 
Over the years, independent certi- 
fied public accountants have acquired a 
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well-deserved reputation for independ- 
ence. The acceptability of financial 
statements supported by an opinion of 
independent auditors does not rest en- 
tirely with management and the certi- 
fied public accountants involved, how- 
ever. The Securities and Exchange 
Commission has something to say 
about full disclosure in the statements 
and concerning the independence of 
auditors. Various unofficial spokesmen 
for the investing public have expressed 
their views. The Treasury Department 
and regulatory bodies prescribe forms 
for reporting income and financial in- 
formation. As a matter of fact, it is 
not unknown for investment bankers 
or credit grantors to prefer accountants 
of their own choosing, whose compe- 
tence and integrity are personally 
known to them, instead of continuing 
auditors who have served the applicant 
for equity or loan capital; and, some- 
times, owners of patents require their 
“own” accountants in the audit of roy- 
alty statements. However, such in- 
stances of selection of a given account- 
ing firm need not enter into a review 
of the question of recognition of in- 
dependence as distinguished from its 
subjective achievement. When all is 
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said and done, however, independence 
is the hallmark of the profession. 


Financial Statements in 
Labor-Management Relations 


When we come to the question of 
financial statements for use in labor- 
management negotiations or disputes, 
we deal with a specialized field of re- 
porting. First is the question of what 
financial statements, if any, are to be 
made available to labor in a particular 
case. Here there does not exist the 
statutory right to receive financial 
statements which is enjoyed by stock- 
holders and taxing and regulatory au- 
thorities. In this respect labor is in the 
same position as creditors, although 
their interests are different. There 
may be a contractual right in an agree- 
ment between the company and the 
union. There may be a refusal by 
management to issue any statements to 
employees or their representatives,” in 
which case labor may have resort to 
whatever statements are published, if 
any. 

Furthermore, if financial statements 
are made available to labor, there is 
the question of their nature and con- 
tent: are the balance sheet and income 


2“Management generally rejects the contention (that one of the important areas of fact 
finding in labor-management disputes relates to costs, prices, and profits of the particular 
corporation concerned). It denies the right of unions to examine corporate books, and 
insists that costs, profits, and prices are matters wholly within managerial discretion.” 
Editorial, “Accounting Questions in Wage Disputes,” Journal of Accountancy, January, 


3“Financial Statements in Collective Bargaining,” The New York Certified Public 
Accountant, July, 1953. Mr. Barkin is described as having “served as Director of Research, 
Textile Workers Union of America (CIO), since 1937,” and the paper as having been 
presented by him on April 21, 1953, at a meeting sponsored by the Twin Cities Chapter 
of the National Association of Cost Accountants, in St. Paul, Minn. 


4“Accounting for Industry, Labor, and the Consumer,” by Frank Wilbur Main, Journal 


Also, a statement by Harold J. Ruttenberg, Director of Research of the United Steel 
Workers of America before the New York Chapter of the National Association of Cost 
Accountants, to the effect that the published financial statements . . . are utterly valueless 
as a basis for labor-management negotiations. “This caused his audience no surprise, since 
the conventional income statements are designed primarily for the purpose of showing net 
income to the owners of the business, and it is not to be expected that accounting statements 
prepared for that purpose will contain all the information necessary for a wholly different 
objective,” was the comment in the editorial, “Accounting and Labor-Management Negotia- 


particular reference is made to a symposium by representatives of organized labor: 
What Kind of Information Do Labor Unions Want in Financial Statements?” Journal of 
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statement, as issued to stockholders and In an article published in an earlier 
the investing public, suitable and ade- issue of the same publication, Robert 
quate means of informing workers as_ L. Dixon, asked the question: 

to the affairs of the employing com- “Are our accounting principles and tech- 
pany? This aspect has been discussed niques so well developed that we can deter- 


in a paper by Solomon Barkin, which mine a profit figure which will Satisfy 
a gee Bae a management and labor at the same time?” 7 
appeared in this publication,’ and need J, an editorial in the same jeune tis 
> - c c 
ot be developed here. Reference 
not be develope re. Reference question is quoted, and the conclusion 
might also be made to other statements <. 44. : 
is stated that 


dealing with this subject.4 : ; 
§ J “Accountants must take the lead in devis- 


There is recognition ot the limita- ing techniques by which production and 
tions on the usefulness of financial income may be measured and classified 
statements in wage negotiations. Said with a high degree of accuracy, and in 
the Journal of Accoutancy developing methods of presenting the re- 

J ‘ 4 ay» sulting information to employees in an 
“Tf the unions gain access to corporations’ intelligible manner.” 8 


books they may be disappointed: The 
books contain no secret data which would Acceptability of Financial Statements 


yield a —— ant conclusion to the wage to Labor 
controversy. . . . It seems to us that the ~ 
responsibility of the accounting profes- As to the acceptability to labor of 


sion . . . is somehow to explain to all financial statements supported by an 
concerned the limitations of existing cor- opinion of independent auditors, we 
porate accounts for purposes of wage 

may expect a response parallel to that 


negotiations; the nature of the accounting fad is A 
concepts of costs and profits; the tentative Of investors, the SEC, taxing authori- 


character of statements of income for a_ ties, regulatory bodies, credit grantors 
short period, as a year.” ° and licensors of patents. That is to 
Moreover, some doubt has been ex- say, that the absence of statements is 
pressed as to whether the accountant ynsatisfactory, and on the other hand, 
can produce a statement of income:to statements should be audited, state- 
meet the controversial situation. Writ: ments should be adequate for the points 
ing in the Journal of Accoutancy on at interest, auditors should be inde- 
accountants in labor-management rela- pendent. There may be requests by 
tions, Victor Z. Brink said, unions for access to the books through 
“The dedication of accounting, however, certified public accountants of their 

to the needs of management, stockholders, own choosing. Such permission has 
and government has had many disadvan- been granted in some instances.2 What- 


tages from the standpoint of its relation to 


the problem.” 6 ever the attitude in a particular case, 


3,4 Texts of these footnotes appear at bottom of page 501. 

5 Editorial, “Accounting in Wage Disputes,” Journal of Accountancy, February, 1946. 

6“Accounting and Industrial Peace,” Victor Z. Brink, CPA, then Associate, West, 
Flint & Co. The synopsis of the article reads, “Establishment of industrial peace—one of 
the most critical economic and _ social problems of our time—is in part an accounting 
problem. The accountant, because of his education and experience, has a responsibility to 
assist both in equitable adjustment of labor disputes and in intelligent reporting of financial 
information to employees.” Journal of Accountancy, May, 1947. 

7™“Profit Sharing’ by Thomas L. Dixon, described as “an associate professor of 
accounting of the School of Business Administration, University of Michigan; director of 
research, and former secretary-treasurer of the American Accounting Association ; member 
of the American Institute of Accountants; and a previous contributor to this magazine. 
Journal of Accountancy, July, 1946. 

8 Editorial, “Labor’s Share in Productivity,” Journal of « Accountancy, July, 1946. 

9 Noting an agreement between a union and a commercial concern “which contains a 
provision that the concern will permit examinations of all its records by a certified public 
accountant chosen by the union,” editorial comment is: “In view of the fact that labor 
disputes may often rest upon misunderstanding of the profits made in a particular concern 
an agreement of this character seems most appropriate.” Editorial, “The Accountant in 
Labor Disputes,” Journal of Accountancy, November, 1940. 
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the objective of labor will be informa- 
tion it deems relevant and useful with 
the assurance that the information be 
reliable. It is at this point that the 
question of the acceptability of the in- 
dependence of auditors may arise. On 
some occasions there will be no ques- 
tion; in other disputes independence 
will be challenged and whatever is 
offered may face considerable criticism. 

It has been said that 

“our reports can only be useful, however, 

if they are prepared on a truly impz artial 

basis and, even more important, if those 
who use them believe the presentation to 
be fair and have confidence in the figures 

supplied.”’ 10 
Again, as in the field of audit reports 
issued to stockholders, the statements 
will be those of the company, issued 
by the management, bearing an opinion 
of independent certified public account- 
ants. If the statements are not accepted 
by labor, it will be evidence of the 
controversial relationship between 
labor and management and no reflec- 
tion on the general status and inde- 
pendence of auditors. Mr. Brink, after 
pointing out that certified statements 
should be accepted by labor and man- 
agement as “authentic and reliable”, 
makes the point clearly : 

“Tt is, however, in no sense a reflection 
on the professional integrity of the certi- 
fied public accountant to recognize that 
the aforementioned relationships have not 
been universally accepted by labor as a 
whole. Whether we like it or not, the 
feeling exists in some quarters that because 
the certified public accountant is directly 
or indirectly engaged in a great many 
cases by management, there will be a 
sympathetic attachment on his part to the 
interests of management. This feeling has 
not been lessened by the fact that a con- 
siderable range of variation exists as to 
the bases employed and the accounting 
principles applied in the determination of 
net income. The challenge to the profes- 
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sional integrity of the certified public 
accountant, unwarranted as it may be, 
cannot be waived aside... . ” 11 


What does this mean to the inde- 
pendent certified public accountant in 
his role in labor-management relations? 
At the worst it would place him in the 
same general position he occupied long 
ago as between stockholders and di- 
rectors, owners and management, com- 
pany and credit grantors, business and 
governmental authorities. In these 
other fields he has long since arrived. 
The field of labor and management is 
relatively new to him, without statu- 
tory law or custom to guide him, but 
so it was in all of the other instances 
when public accounting began. That is 
why old problems in new circumstances 
may arise in the auditor’s relationship 
in labor relations. Furthermore, the 
conflict between labor and capital, or 
labor and management, is deep and 
fundamental and sometimes more bit- 
ter than between taxing authority and 
taxpayer, borrower and lender, and on 
such occasions whoever is on either 
side or in the middle may expect diffi- 
culties and troubles not usually encoun- 
tered in the ordinary course of busi- 
ness. Nevertheless, the role of the 
accountant when called upon in this 
field is to make an examination and 
render an opinion on whatever state- 
ments are issued, and perhaps to advise 
as to what is full disclosure under the 
circumstances, and perhaps to inter- 
pret? For purposes of interpreting 
financial statements submitted by man- 
agement to labor, accountants may also 
be engaged directly by labor unions, 
supplementing labor union staff ac- 
countants and economists, in the same 
way as they: have been employed by 
prospective investors or credit grantors 


10 Samuel J. Broad, then president of the American Institute of Accountants, in an 
address entitled “Why Do We Need Accountants ?” reported in Journal of Accouniancy, 
October, 1945, and quoted editorially, November, 1945. 


11 Op. cit. 


12“Tn the field of labor relations, however, certified public accountants have an oppor- 
tunity for service of greater magnitude than simply reviewing the accounts of labor unions 


themselves 


They may serve as interpreters of the facts between union and management 


as they have served between regulatory agencies and management.” Editorial, “Accountants 
and Labor Unions,” Journal of Accountancy, March, 1943. 
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to review financial statements received 
by them. 


The Place of the Accountant in 
Labor-Management Relations 
If financial statements are to be used 
in labor-management negotiations, and 
there is evidence that they are regarded 
as of increasing importance in that 
field, the fundamental role of certi- 
fied public accountants will be as audi- 
tors and interpreters of the statements 
submitted and discussed. This is so 
precisely because that is their principal 
role whenever financial statements are 
used. It has been stated for the pro- 
fession that 
“Tf labor unions define the information 
they want, and can establish the right to 
obtain such information from corporations, 
there will be no difficulty in preparing 
statements that will fulfill this purpose. 
Certified public accountants would not 
certify such financial statements unless 
they fairly presented the information they 
purported to present.” 13 


Obviously this does not settle the con- 
troversy as between the profession and 
labor unions. There will be other 
exchanges of opinion on the subject 
as a whole, quite apart from discus- 
sions between unions and management 
in specific instances of labor negotia- 
tions. 

Financial statements will never be 
the principal factor in labor disputes. 
Labor relations although centering on 
wages, dollars and cents, extend far 
beyond that basic issue. Moreover, in 
respect of wages, it is obvious that 
ability to pay, increased productivity, 
increased profits and whatever else 
may be deduced from financial state- 
ments, are of less ultimate importance 
to the worker than his standard of 
living: the end is more important than 
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any one factor or group of factors in 
the negotiations. 

The fact that certified public ac- 
countants may find their principal role 
in labor relations to be connected with 
financial statements, which may be of 
minor significance in the whole rela- 
tionship, does not mean that there are 
no other possibilities for services in 
the field of labor and management. On 
the contrary, just as certified public 
accountants have many roles in the 
business world beyond those of ac- 
countants and auditors, so there is a 
need for their services where labor and 
management meet. On some occasions 
the accountant may be a representative 
for either side in a labor dispute involvy- 
ing the accounting interpretation of a 
contract, just as he may be a repre- 
sentative in a commercial dispute. In 
so acting, he has a sense of impartiality 
and responsibility as to full disclosure 
not usually associated with advocates. 
He may be a professional technical wit- 
ness on either side in a labor case as in 
a commercial case. He may be selected 
as an arbitrator, sole arbitrator or 
member of a panel, in labor arbitration 
as in commercial arbitration.14 In each 
of these roles the accountant must ex- 
pect to be accepted or rejected, chal- 
lenged or approved, according to his 
experience, reputation and independ- 
ence, according to his performance, 
and subject to the judgment of the 
parties in a dispute, who in turn will 
find themselves subject to the tempera- 
ture of the conflict of interests. Some- 
times there may be an atmosphere of 
reasonableness but at others the anger 
of creditors toward a bankrupt deemed 
to have been irresponsible may be as 
nothing to the feelings engendered in 
a struggle between profits and living 
standards. 


13 Excerpt from letter to District 50, United Mine Workers of America, November 22, 


1946, from the secretary of the American Institute of Accountants, referring to an article 
entitled “The Truth about Fake Company Financial Statements,” published in District 50 
News, July 15, 1946, and discussed editorially in the October, 1946, issue of the Journal of 
Accountancy. Journal of Accountancy, January, 1947 

14 “Standard procedure should, in this writer’s opinion, be to include such an independent 
public accountant as a member of every arbitration panel which deals with a labor dispute.” 


Victor Z. Brink, op. ctt. 
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Profit-sharing agreements, pension 
plans, welfare funds, and possibly the 
annua! wage, all present accounting 
problems for the company and labor 
union accountants, and for the audi- 
tors. The same is true of cost-of-liv- 
ing clauses, check-off for union dues, 
and other provisions in union contracts 
which require accounting techniques. 
All such matters the accountant takes 
in his stride. 

Fundamentally, however, the certi- 
fied public accountant is an auditor and 
accountant and in the field of labor and 
management he will appear as such, 
especially in connection with financial 
statements used in negotiations or re- 


quired under profit-sharing agree- 
ments. Much has been written about 


how accountants may contribute to- 
ward the avoidance or: settlement of 
disputes in this field. When it comes 
to that, the accountant will know that 
by r ‘son of his profession serving 
almost exclusively owners and man- 
agement and those whose incomes are 
derived therefrom, that he may be 
regarded as being closer to manage- 
ment than to any other group. He 
will also know that long experience in 
independence and impartiality will not 
of itself give him the recognition he 
may feel is his due. Knowing his own 
independence, he must also know that 
independence, if it is to be an effective 
factor, must needs be acknowledged 
and accepted by others in this field as 
it has been in other fields. As to 
recognition of the accountant, there 
will be an interplay between the in- 
dividual accountant and the profession. 
In some instances an accountant may 
be accepted ahead of the profession; 
in other instances the prestige of the 
profession may gain the acceptance of 
us all, except perhaps for a few. There 
will be no general recognition until 
there is general, or at least substantial, 
participation in the field. 





18 Editorial, “Accounting Questions in Wage Disputes,” 
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The accountant has no formula for 
peace between capital and labor and 
he can not expect to find solutions 
satisfactory to all at any time, much 
less throughout the business cycle or 
the ups and downs of any business. 
He will not claim the wisdom or au- 
thority to settle particular disputes or 
bring peace where conflict reigns. For 
instance, as the Journal of Account- 
ancy said: 

“The accounting profession would never 
claim that it was qualified to make a deci- 
sion on the question of social policy 
whether labor should share in increments 
to production income or not, but if the 
contestants decide to explore the possi- 
bility, the likelihood of sound conclusions 
will be improved if they enlist informed 
and disinterested accounting advice in in- 
terpreting the underlying facts.” 15 

The accountant’s services are available 

wherever they are needed, in the field 

of labor and management as elsewhere. 

And whatever else | he may prove to be, 

the certified public accountant is an 

accountant and auditor, an interpreter 
and sometimes an adviser. He has 
an obligation to be independent. 

As Mr. Brink said in concluding his 
article: 

“To a considerable extent a paper of 
this kind is bound to raise more problems 
than it answers. This is unavoidable both 
because the problems are complex and 
because they deal with areas which involve 
the self-interests of individuals and groups 
of individuals—the most sensitive areas of 
human relations.” 


He further pointed out that what is 

here called labor-management relations 
“involves a complex maze of economic 
factors which cannot and must not be dis- 
regarded. Accountants as a professional 
group must understand the complex inter- 
play of all of these factors which operate 
and they must adapt the techniques and 
services of accounting in the light of these 
factors.” 16 


Mr. Brink’s point is well taken. 
However, there seems to be a duty, if 
not a compulsion, when writing of 


Journal of Accountancy, 


January, 1946. This editorial was to some extent a follow- -up to the editorial of December, 


1945, _guoted at the beginning of this article. 
16 Op. cit. 


1954 


505 



























labor-management relations to project 


general industrial peace. Many ac- 
countants, including Mr. Brink and 
Mr. Stans,'* not previously cited in 


this article, have regarded accounting 
in this field as the “road to industrial 
peace” or at least as a substantial con- 
tribution to that end. In view of the 
magnitude of the social forces at work, 
it seems better to avoid wishful think- 
ing and to offer the services of the 
accounting profession where they may 
be requested and used, and to offer or 
promise nothing else. If accounting 
statements or other interpretative data 
are useful in any controversy, so much 
the better. But let us not lose a sense 
of proportion and over-estimate the 
role that awaits the accountant, the 
potentialities of his humble part in this 
area of activity. 


As a matter of fact, what exactly is 
this field in which the accountant may 
expect to function? There will be 
many instances in which the use of 
accounting statements is not even dis- 
cussed ; cases in which management re- 
fuses to issue or discuss them; dis- 
putes in which statements offered will 
be rejected; negotiations in which ac- 
ceptable statements play a minor role 
and some in which basic and significant 
conclusions may be derived from state- 
ments. That seems to be what is before 
us. The opportunities and potentiali- 
ties of the situation should not be mis- 





understood. Notwithstanding the social 
17“An Accountant Shows the Road to 


synopsis of the article reads, 


Facts and objectivity are the great need in labor negotiations. 
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significance of labor relations the im- 
mediate role of accounting may be 
minor. Public accountants and firms 
involved may be few in number. As 
measured in terms of time consumed 
and fees earned the importance of the 
work may be relatively small. Regard- 
less of all this, circumstances call for 
technical resourcefulness, integrity and 
independence on the part of the pro- 
fession and those members who par- 
ticipate in this field of work. 

Continuing the quotation from Mr. 
srink : 

“The challenge to accountancy is to seek 
continuously to improve its techniques and 
practices and thus to demonstrate and 
enhance the usefulness of its services.” 18 

This sentence could be an end to an 
article on the role of the accountant 
in any field. How well it has been 
followed in the field of auditing, since 
the days when auditing was raised (or 
restored) to a high level by the adop- 
tion of extensions of auditing proce- 
dures following a period of streamlined 
auditing in which so-called “balance- 
sheet audits” prevailed. How much 
more necessary and difficult it is to im- 
prove and extend techniques in a field 
that is more or less new to the account- 
ant and to obtain recognition of in- 
dependence where controversy is to be 
found to a degree not met with else- 
where. The role of the accountant in 
labor-management relations requires 
accounting techniques and professional 
integrity, as elsewhere. 

The 


Industrial Peace,” Maurice H. Stans. 


“What is the significance of labor strife to the accountant? 


Here a well known accountant 


discusses some of the ways the profession can, by ‘furnishing facts on which objective deci- 
sions can be based, make | abor negotiations speedier, more fair, and less destructive. He tells 


the accountant how to do it.’ 


accounting firm of Alexander Grant & Co., 


— author is described as 
Chicago. 


“4 CP A, senior partner of the 
He is a member of the American 


Institute of Accountant’s committee on accounting procedure, a director of the Illinois 


Society of Certified Public 


problems of small business, and accounts receivable.” 
In the same issue are two other articles on the eee: 


by 


ants in the Future of Labor Negotiations?” 


Social Contribution of the Accountant to Labor-Management Relations,’ 
Hedges. 
18 Op. cit. 





Accountants, and author of a number of articles on taxation, 


Journal of Accountancy, July, 1947. 
get There a Field for Account- 
Fred E. King, CPA, and “Stewardship: 
by Marion H 
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Audit and Examination of 


Municipal Accounts and Fiscal Affairs 
in the State of New York 


By FRANK J. Corr, JR. 


This paper discusses the manner in which the State Comptroller 
carries out his constitutional and statutory duty to supervise the 
accounts and fiscal affairs of local governments in New York 
State. The new budget and accounting manuals for counties, the 
recently enacted law governing village finances, and some special 
problems of municipal auditing are considered herein. 


ENERAL supervision of the accounts 
G and fiscal affairs of local govern- 
ment in New York State is a constitu- 
tional and statutory duty of the State 
Comptroller. The Comptroller exer- 
cises this supervision through the Di- 
vision of Municipal Affairs, which 
consists of three sections—the Re- 
search and Statistics Section, the Legal 
and Consulting Section, and the Ex- 
aminations Section. The activities of 
the three sections are supervised and 
coordinated by a Deputy Comptroller 
in charge of Municipal Affairs. 

The services of local government in 
1953 were provided by 62 counties, in- 
cluding the five which comprise the 
City of New York, 62 cities, 932 
towns, 549 villages, 2,963 school dis- 
tricts and 3,505 fire districts and im- 





FRANK J. Corr, JR., is Chief 
Examiner of Municipal Affairs, De- 
partment of Audit and Control, 
State of New York. He has had 
over twenty years of experience in 
State service, having previously held 
the positions of Examiner of Mu- 
nicipal Accounts, Associate Statis- 
tician, Research Director for the 
Moore Commission, Director of 
Municipal Statistics, and Chief of 
Municipal Research. 

This paper was presented by Mr. 
Corr, at a technical meeting of the 
Society held on April 8, 1954, at 
the Engineering Societies Building 
in New York City. 
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provements districts, a total of 8,073 
governmental units. Changes in the 
number of these units occur from time 
to time, largely through the centraliza- 
tion or consolidation of school districts 
for the purpose of combining local 
resources and state aid for educational 
purposes, and the creation of new fire 
and improvement districts to meet the 
demands for additional services in 
areas of towns outside villages. 


Audits and Examinations by the 
State Comptroller 


All of these units, except the cities 
of New York, Buffalo and Rochester 
and the five counties which comprise 
the City of New York, are by law sub- 
ject to examination by the State Comp- 
troller. The three cities which are 
excepted from examination are subject 
to supervision in connection with con- 
stitutional tax and debt limits. 

The frequency with which audits and 
examinations are to be made is not pre- 
scribed by statute. However, the Comp- 
troller has established a program which 
calls for examination of all units once 
every two years, with continuing audit, 
that is, beginning the audit period with 
the close of the previous audit and 
covering two complete fiscal years 
thereafter. While we have not fully 
attained the objective set by the Comp- 
troller, we are rapidly approaching it 
and most of our local units are now on 
the two-year examination basis. 

One of the greatest difficulties en- 
countered in the past in the audit and 
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examination of local government was 
the absence of up-to-date accounting 
manuals. When systems of accounts 
were prescribed and manuals published 
by the State Comptroller over a 
quarter century ago, they were ade- 
quate for their purpose at that time. 
However, no provision was made for 
modifying or supplementing the sys- 
tem as new laws or amendments to 
existing laws were enacted and new 
services were added to the functions 
of local government. As a result, the 
accounting manuals soon became inade- 
quate and in some instances actually 
misleading. Local fiscal officers and 
examiners from the Department of 
Audit and Control as well as private 
accountants and auditors, made some 
very commendable efforts on their own 
initiative to overcome the deficiencies 
of the old systems, but the lack of 
uniformity in accounting procedures 
and terminology resulting from their 
individual and independent efforts 
made it increasingly difficult for the 
next auditor or examiner arriving on 
the scene. It also made it almost im- 
possible to develop accurate compara- 
tive statistics from the annual financial 
reports. 


New Budget and Accounting 
Manuals for Counties 


In order to correct this condition, 
the Comptroller obtained the services 
of one of the most outstanding men 
in the field of governmental account- 
ing, Mr. Joseph M. Cunningham, 
whose knowledge and experience are 
attested by the fact that for many 
years he was chairman of the National 
Committee on Uniform Governmental 
Accounting. At his suggestion, the 
Comptroller established a Uniform 
Accounting Unit in the Division of 
Municipal Affairs for the purpose of 
developing new manuals of budgeting 
and accounting and modifying or sup- 
plementing them from time to time as 
needed. Under Mr. Cunningham’s 
guidance and with the assistance of 
committees of local officials, we have 
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succeeded in developing new budget 
and accounting manuals for counties. 
The installation of these systems was 
started in 1951 and at this time 49 of 
the 53: counties for which they are 
intended are operating under them. 
The results have been very satisfac- 
tory. In those counties we now have 
accounting systems that conform in all 
respects to legal requirements ; we have 
more and better information at shorter 
time intervals for management pur- 
poses ; taxpayers, investors in munici- 


_pal securities and governmental re- 


searchers are better informed; there 
is a smooth flow of information from 
budget to accounts to reports and 
finally to comparative statistics, and 
last but not least, the audit and exam- 
ination of accounts and fiscal affairs 
have been expedited. 


Additional Manuals in Preparation 

We are now engaged in the final 
phases of a similar operation for vil- 
lages, again with the valuable assistance 
of Mr. Cunningham, and expect the 
finished product to be available within 
the next two months in the form of 
new budget and accounting manuals. 
This work will be continued until we 
have such manuals for all units of 
government subject to general super- 
vision by the State Comptroller, and 
they will be maintained on an up-to- 
date basis as is now being done with 
the county manuals. 

Some of us in the accounting field 
have been asking why it requires sucn 
a long time to prepare these manuals 
and an explanation is due on that 
point. We have departed (and without 
any regret) from the old concept of 
governmental accounting which was to 
develop a system after the law was 
enacted and base the system on that 
law. Under the new approach, we 
study the fiscal requirements of gov- 
ernment first, then design a system 
based on sound accounting practices 
and, during the process, endeavor to 
conform the law to those requirements. 
That takes time and also accounts for 
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what may appear to be an unwarranted 
delay in producing the manuals. 


New Law Governing Village 

Finances 

The Legislature has just recently 
passed a bill which contains a new 
finance article for villages. It would, 
among other things, repeal the present 
Article 5 of the Village Law which 
contains a large amount of unnecessary 
and obsolete material and substitute a 
new Article 5 providing a sound, up- 
to-date legal basis for better fiscal 
management of villages. Under the 
proposed law tax collections would 
commence on the first day of the fiscal 
year instead of several months later, 
as at present, thus eliminating a sub- 
stantial amount of borrowing to fin- 
ance operations early in the year. Im- 
proved methods are provided for 
collection of delinquent assessments 
and service charges and for the col- 
lection of real estate taxes. Better 
budgeting, accounting and reporting 
procedures have been provided and 
more effective controls over revenues 
and expenditures have been included. 

This bill was drafted during the 
course of the development of the new 
uniform budget and accounting man- 
uals with the assistance of an advisory 
committee of village officials appointed 
with the cooperation of the New York 
State Conference of, Mayors and Other 
Municipal Officials. If approved by 
the Governor*, the provisions of this 
new law will become available imme- 
diately to all villages and will become 
finally effective for all villages on 
September 1, 1955. 

The uniform budget and accounting 
manuals which implement this new 
law will be available for distribution 
within the next two or three months. 


Effect of New Accounting Systems 
Upon Work of Independent 
Auditors 
What effect will this new system 
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have on your work in auditing local 
units of government? In the first 
place, uniformity of terminology and 
accounting will be of great assistance 
to you. It will enable you to set up a 
uniform audit program and reporting 
procedure which will fit several clients 
and produce more adequate results. It 
will also provide a complete chart of 
accounts revenues and expenses, assets 
and liabilities, all on a uniform basis, 
thus reducing the possibility of over- 
looking some item during audit. This 
improvement is particularly important 
to new men in the field of govern- 
mental audits who have not had an 
opportunity to familiarize themselves 
with all of the possible sources of 
revenue and with the assets and liabili- 
ties of government. 


Special Problems of Municipal 
Auditing 


It might be well here to address 
a few words of caution to those of 
you who plan to undertake municipal 
audits. The “old-timers” in the group 
have heard them before, but I know 
they will bear with me for a few 
minutes. 

Government, whether it be federal, 
state or local, operates under a system 
of laws. Local governmental units de- 
rive their powers from the State Con- 
stitution and from the acts of the 
Legislature. In addition to these gov- 
erning laws, the locality may have the 
power under our home rule system to 
enact certain local laws of its own and 
to adopt ordinances and resolutions 
regulating or governing its own affairs. 
Therefore, it is essential to good audit 
and examination to acquaint yourself 
with the laws governing the municipali- 
ties which are your clients and to ex- 
amine the minutes of the governing 
body, local laws and ordinances which 
have a bearing on fiscal matters. It is 
just as important in auditing to ascer- 
tain whether expenditures were prop- 


* Approved by the Governor and became Chapter 809 of the Laws of 1954 on April 


19, 1954, 
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erly authorized and legal, as it is to 
verify revenues. 

Items to keep in mind when audit- 
ing expenditures include but are not 
limited to the following: 

1. Claims must be properly item- 
ized and verified or certified by 
claimant or vendor. 

2. Expenditures may only be made 
for appropriations made by the 
governing body. 

3. The laws on public bidding must 
be observed. Where the locality 
has a charter or local law which 
is more restrictive than the gen- 
eral law on public bidding, the 
charter or local law applies. 

4. Public cfficers or employees may 
not be directly or indirectly inter- 
ested in contracts with their mu- 
nicipality. 


on 


Local units of government may 
not give their money or property 
to or in aid of any individual, 
private corporations or associa 
tion. 


6. All transfers of money between 
funds are not necessarily legal, 
even when authorized by resolu- 
tion of the governing body. For 
example, transfers may not be 
made from Highway Funds in 
towns from Item 1 to any other 
fund. 


Cooperation of CPAs with State’s 
Division of Municipal Affairs 


Mr. George Freedman, in his invita- 
tion to attend this meeting, asked me 
to discuss ways in which the individual 
Certified Public Accountant can coop- 
erate with the State. We have already 
received a very substantial amount of 
cooperation from members of your 


Audit and Examination of Municipal Accounts and Fiscal Affairs 





Society in the form of excellent sug- 
gestions for improvements in account- 
ing methods and changes in the law 
and I take this opportunity to thank 
you for them. 

In the course of your practice you 
are frequently called upon to install 
new systems of accounting or to con- 
vert manual operations to machine 
methods. When engaged in this type 
of operation, it would be very helpful 
to us and to your client if you would 
fit the new system to the uniform sys- 
tem of accounts, if such a system has 
been developed. 1f a system has not 
been developed, it would be helpful to 
all concerned, you, your client and the 
Department, if we had an opportunity 
to look at it before installation. This is 
particularly true where you are install- 
ing a tax billing and accounting sys- 
tem and new assessment and tax roll 
procedure. Under the law, the State 
Board of Equalization and Assessment 
prescribes the form of the assessment 
roll and the State Comptroller pre- 
scribes the form of the tax receipt. 

In the event that you have any prob- 
lems on an installation, we will be 
very glad to cooperate in working them 
out. Incidently, when you are design- 
ing a system for a type of municipality 
or district for which a new accounting 
manual is not available, you will save 
time and help your client and the State 
by using a standard annual report 
form for account titles and sequence 
of accounts. 

In closing, let me again thank the 
members of the New York State So- 
ciety of Certified Public Accountants 
for their kindness, understanding and 
helpfulness in the past and express 
the hope that we may continue to work 
together with local officials to attain 
our common objective—to improve and 
strengthen local government. 


We ( 
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Is Accounting History Important? 


By Tue CoMMITTEE ON History 


s an answer to this question here 
A are some quotations, and refer- 
ences to some actions, by accountants 
and educators. While probably there 
were other such items which might 
have been included, those here given 
are all that were noted. 

A general answer to the question 
was stated in the report of Clem W. 
Collins at the end of his service as 
president of the American Institute 
of Accountants in October, 1939. He 
said : 


“The accounting profession in this country 
has had a rich experience since its be- 
ginning over a half century ago. The 
records of the early years are still retained 
in the minds of a few who were privi- 
leged to participate in building the foun- 
dations. Written records undoubtedly 
also exist, but each year makes their 
discovery more difficult, and each year 
takes from us some member who could 
make a valuable contribution to the history 
of our profession. The present genera- 
tion has an important duty to perform in 
gathering historical data, and it is my 
hope that my successor will complete the 
organization necessary to carry on that 
work. The colleges and universities may 
be counted upon to assist in this important 
undertaking. Through the cooperation of 
practising accountants, teachers, and stu- 
dents a proper history of the profession 
in this country may be compiled. Without 
it there is an unfortunate gap in account- 

ing literature. (AIA Year Book 1939, p. 

74-75) 

Most of the answers were not put 
into words as was done in the report 
here quoted, but they were indicated 
by actions, and some of the early ones 
were by accountants in practice as 
follows: 

In 1898, Thomas. Cullen Roberts, 
secretary of the American Association 
of Public Accountants contributed to 
« Y y =! “+ 
New York, the Second City of the 





This is the thirteenth in a series 
of articles on the History of Ac- 
counting in the State of New York. 
It was prepared by the Society’s 
Committee on History. 
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World” (a publication celebrating the 
consolidation of the greater city) a 
chapter on the history of the Amer- 
ican Association with sketches of 
many of its members, perhaps the only 
available source material for facts as 
to some of them. 

In September, 1903, George Wilkin- 
son contributed to Business World (v. 
23, p. 414) a story on “The CPA 
Movement.” The next year, at the re- 
quest of the committee which planned 
the first Congress of Accountants held 
in St. Louis in October, he expanded 
that story which was published in the 
Official Record of the Congress at 
page 91. And much later he extended 
the story for the American Society 
of Certified Public Accountants by 
which it was published in The Certified 
Public Accountant (1928, v. 8, p. 264). 

On April 15, 1907, at the Tenth An- 
niversary of the New York State So- 
ciety of CPA’s its secretary, Leon 
Brummer, presented a short history of 
that society during its first ten years. 

In March, 1908, the Pennsylvania 
State Board of Examiners of Public 
Accountants issued a manual with its 
Rules in force from January 1, 1907, 
which on pages 11-12, under Pre- 
liminary Examination, stated : 

“Candidates should also be prepared to 

pass a Satisfactory examination in the 
following subjects: 

“History of Accountancy—This will in- 
clude the history of bookkeeping with 
reference to its form and use in ancient 
times; origin of double entry bookkeep- 
ing, and its gradual development down to 
the present time. The rise of accountancy, 
its growth and history in Scotland, Eng- 
land, United States and other countries, 
with special reference to professional leg- 
islation. ; 

Students should study Brown’s “History 

of Accounting and Accountants,” the 
“Proceedings of the Congress of Account- 
ants” and other current books and papers 
bearing upon this subject.” 
As no records of these Preliminary 
Examinations have been found, it is 
not possible to state how fully this 
rule was enforced. 
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Many educators who were the au- 
thors of textbooks upon specific prin- 
ciples or procedures introduced their 
subjects with histories of the earlier 
literature thereon. But some educators 
were the authors of articles which 
were largely or wholly histories or 
arguments as to the value of a knowl- 
edge of the history of accountancy. 

In 1923, Henry Rand Hatfield of 
the University of California read a 
paper on “An Historical Defense of 
Bookkeeping” at the Eighth Annual 
Meeting of the American Association 
of University Instructors in Account- 
ing which was published in its Pro- 
ceedings (v. 8, p. 65). The numerous 
references to this article indicate that 
it has been considered a classic on 
its subject. 

seginning in 1927, and for some 
years thereafter, A. Charles Littleton 
of the University of Illinois contrib- 
uted to various periodicals articles 
upon the development of accounting 
principles and procedures some of 
which told much of the persons who 
had parts in those developments. For 
that reason, probably, some of the ar- 
ticles carried the word “Pioneer” as 
a part of their titles. Then, in 1933, 
the American Institute Publishing Co. 
issued his Accounting Evolution to 
1900 in which some of the facts in his 
earlier articles were incorporated. Pri- 
marily, as the title indicated, it was a 
history of the technical features of the 
subject of accountancy, but it included 
much about its persons. 


In 1931, Joseph C. Myer of St. 
Johns College in Brooklyn furnished 
to the Accounting Review (v. 6, p. 
47) an article upon Teaching the Ac- 
countant the History and Ethics of 
His Profession, in which he said: 

“My experience has impressed me with 

the lack of knowledge that many account- 

ants have of their profession. * * * not 
only a lack of knowledge but also a lack 
of desire to gain such knowledge.” 

And in March, 1939, Hugh S. 
O’Reilly of Fordham University pub- 
lished in the Accounting Forum (v. 10, 
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p. 15) of the School of Business and 
Civic Administration of The City Col- 
lege, New York, an article of five 
pages with the same title as this story, 
The author’s affirmative answer to the 
question appears in almost every para- 
graph. They are too numerous and 
too long for quotation but they are 
briefly indicated in the heading of 
one section—‘Accounting History in 
Neglect.” 

Some educational institutions con- 
sidered accounting history important 
and provided for instruction in it for 
their students. Quite understandably 
these were institutions which had or 
secured for their faculties men who 
were not only informed on the subject 
but were also convinced of its im- 
portance to the students. 


Perhaps the first such instance was 
that of the School of Commerce, Ac- 
counts and Finance of New York 
University, organized in 1900. Its first 
dean, Charles Waldo Haskins, was ap- 
pointed Professor of the History of 
Accounting as well as of Auditing. His 
first lecture at the opening of the 
School on October 2, 1900, was an in- 
troduction to the History of Accoun- 
tancy. Earlier that year on January 
25, he had addressed the New York 
Chapter of the Institute of Accounts, 
his subject being Accountancy: Its 
Past and Its Present. During the 
three years before his death in Janu- 
ary, 1903, he addressed many organi- 
zations—the societies of accountants in 
New York, Massachusetts and Penn- 
sylvania; the Institute of Bank Clerks; 
the American Economic Association; 
the National Municipal League; the 
Eastern Commercial Teachers As- 
sociation and others. Some of his 
papers were largely historical, but even 
when they were mainly as to the situ- 
ation then present or a forecast of the 
future he illustrated his statements by 
historical reference. No record of a 
successor to his professorship of ac- 
counting history has been found, per- 
haps because no other was equally in- 
formed and enthusiastic. 
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Is Accounting History Important? 


At various times during the last ten 
or fifteen years teachers of account- 
ing have complained of the dearth 
of accountancy history. One was the 
late Hugh S. O’Reilly of Fordham 
whose article has been mentioned. He 
secured all he could find for his stu- 
dents and asked at least one accountant 
to talk to them on history. 

Perhaps the earliest organized ef- 
fort for the study of the history of 
accountancy was at the University of 
Illinois where, in 1922, graduate in- 
struction in accounting was begun, and 
a part of the program was a year’s 
course in theory. Soon this developed 
to where some time was given to cer- 
tain aspects of history. About a de- 
cade later, theory material filled all 
the time and history became a separate 
semester course. Some students se- 
lected history topics for their Mas- 
ter’s theses. And after another period 
of nearly ten years several Ph.D. can- 
didates wrote their dissertations on 
phases of history and this has con- 
tinued to the present time. 

The most highly developed effort 
for education in the subject may have 
been that organized in 1928 in the 
School of Accounting, Commerce and 
Finance of St. John’s College in 
Brooklyn (now the School of Com- 
merce of St. John’s University). That 
School was organized in May, 1927, 
and began operation that Fall. Its 
organizers were three professors of 
whom one, Joseph C. Meyer, was its 
first Dean and continued ‘in that office 
until his death on April 5, 1934. He 
was of the class of 1918 in the Amos 
Tuck School of Dartmouth College, 
but withdrew and joined the Army 
as a 2d Lieutenant m 1918. He en- 
tered business in 1919 in New York; 
taught accounting evenings at Pace 
Institute; and became a CPA of New 
Jersey in 1925 and of New York in 
1930. 

_ Because of his experience, as stated 
in the quotation already noted, he in- 
cluded in the curriculum for freshmen 
a one-hour course on History and Sur- 
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vey of Accountancy which, as stated 
in his article in the Accounting Re- 
view (v. 6, p. 47), “comprised six- 
teen class lectures on the following 
topics: History of accounting and 
bookkeeping, accountancy legislation, 
education and societies and the very 
important subject of accountancy 
ethics,” besides “incidental topics such 
as how to apply for a position in 
public accounting.” To conduct this 
course the School had Wilmer L. 
Green, who had about ten years ex- 
perience in handling the employment 
of staff men for a nationally organized 
firm of accountants, and who about 
three years later brought out a text 
book on the subject. 

The course was continued only one 
year after Myer’s death as the faculty 
“did not believe at the time it was 
necessary for students majoring in 
Accounting to have such a History as 
was in the bock used at that time.” 

Some years ago A. C. Littleton, 
whose authorship has been noted 
herein, lectured on accounting to his 
students and procured for them all the 
literature on history he could find, 
which was largely that in periodicals 
or brief pamphlets. During the sec- 
ond semester of the year 1952-1953, 
he delivered a course of lectures to 
graduate students at Denver Univer- 
sity. It was proposed that this should 
be a course in history and while he 
was preparing for this part of the 
required course for these students he 
wrote about it concluding his letter 
with the following quotations: 

“Whoever wishes to delve deeply into a 

subject must also come to know its his- 

tory.” Jager 

“If you would understand anything ob- 

serve its beginnings and its development.” 

Aristotle 

Perhaps there may be some who will 
have read this story and who may be 
convinced that they would like to read 
accounting history. There is much 
source material in old and later books 
on bookkeeping and accounting and a 
mass of it in pamphlets and periodicals 

(Continued on page 520) 
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The Statement of Affairs — 


Some Criticisms and Suggestions 


By CoLtn Park, C.P.A. 


In the author’s opinion, the usual form of the Statement of Affairs 

is not only difficult to read, but often obscures needed accounting 

data. His suggested new form, illustrated in Exhibit 2, not only 

meets these objections but aids the reader in interpreting the data 
and making necessary comparisons. 


5 ery customary form of Statement 
of Affairs has stood the test of a 
considerable number of years in use. 
3ut on re-examination the statement is 
found to have several objectionable 
features that could be eliminated or 
modified. These include: 

a. The necessity often to refer to 
two different places in the statement to 
obtain a complete picture of how it is 
proposed that a certain obligation and 
its associated or pledged assets are to 
be offset against each other. 

b. The necessity to hunt for indi- 
vidual asset or liability items because 
(1) the order of their presentation in 
the Statement of Affairs is different 
from that which is familiar in the 
financial position statement, and (2) 
some account groupings are split-up 
in the asset-equity matching ‘process, 
thus making it difficult to ascertain the 
totals for the groupings. 

c. The failure to focus the reader’s 
attention initially upon the obligations 
of an enterprise and the proposed 
manner of their settlement. (This is 
not accomplished when Assets are 
listed in the left-hand side of an ac- 
count-form statement and are usually 





Coin Park, C.P.A., is Assistant 
Professor of Accounting in the 
School of Business Administration, 
The University of Buffalo. He is a 
member of our Society as well as of 
the American Institute of Account- 
ants, the American Accounting 
Association, and the American Eco- 
nomic Association. 
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looked at first because of normal left- 
to-right reading habits. ) 

The necessity to painstakingly 
relate the details of a separate Defi- 
ciency Statement to the book and ap- 
praised valuations of assets shown in 
the Statement of Affairs (when the 
estimated losses and gains on asset 
realization are shown only in a Defi- 
ciency Statement, and not brought into 
the Statement of Affairs). 

e. The failure to emphasize that 
any Statement of Affairs, prepared in 
contemplation of dissolution action, is 
simply a pro forma presentation of a 
single set of alternatives. 


Conventional Presentation 

As background for illustrating and 
discussing suggested improvements, 
Exhibit 1 is first presented. It is a 
Statement of Affairs having one of the 
currently-used formats. The same 
schematic figures of “DGX Corp.” 
(000’s omitted) will be shown again 
in Exhibits 2 and 3 to aid the reader 
in his evaluation of the suggested new 
forms. 

Instead of giving a separate Defi- 
ciency Statement, a column titled Estt- 
mated Shrinkage is included in Ex- 
hibit 1. When a separate Deficiency 
Statement is prepared, essentially the 
same information as to estimated 
losses and gains on realization of 
assets is shown in that statement (see 
item “d”, above). 

Examination of Exhibit 1 reveals 
specific examples of some of the things 
criticized above: 

a. A total figure for obligations to 
preferred creditors ($510 thousand) 
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EXHIBIT 1 


DGX CORP. 
Statement of Affairs (Customarv Form) 
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appears in the third section of the 
Assets side as a subtraction from un- 
pledged assets. To learn the details of 
that figure, the reader must look at the 
first section of the Liabilities and Capi- 
tal side of the statement. First you 
must hunt through the statement for 
the two places where information on 
preferred creditors’ claims can be 
found; then it is necessary to compare 
these two sets of figures to see all of 
the details with respect to the matched 
obligations and assets. 

b. Because the Statement of Affairs 
and the financial position statement 
are both listings of assets and liabili- 
ties, reviewers perhaps _ instinctively 
expect to find a similarity in the se- 
quence of the items in each. Of course, 
such similarity has not been thought 
of as feasible in the past because of 
the fundamental differences between 
the two statements: The Statement of 
Affairs represents a forward look at 
the cash amounts that will be realized 
from forced sale of the assets of a 
failing corporation; the position state- 
ment (Balance Sheet) represents his- 
torical cost residuals, valued according 
to generally accepted accounting prin- 
ciples with respect to their productive 
use by a going concern. These differ- 
ences need not necessarily prevent the 
listing sequences from being compar- 
able, as will be brought out later. In 
exhibit 1, if you were looking for 
Notes and Interest Receivable, your 
experience with financial position state- 
ments would lead you to look among 
the first few items under the Assets 
heading. In the present instance, 
Notes and Interest Receivable of $20 
thousand are found in the first group- 
ing of assets (under F[ully-pledged 
Assets). However, further searching 
reveals additional Notes and Interest 
Receivable of $10 thousand under Un- 
pledged Assets. The split-up of the 
figures is necessary for the customary 
pro forma analysis. But the normal 
relationship should be clearly evident 
as well, and this is not provided for in 
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the customary form of Statement of 
Affairs. 


c. As mentioned above, a State- 
ment of Affairs in the form used in 
Exhibit 1 does not appear to induce 
the casual reader to concentrate his 
attention initially upon the obligations 
faced. This is not to suggest that the 
balanced presentation and related sub- 
divisions of Exhibit 1 serve no useful 
purpose. But the balanced presenta- 
tion does tend to neutralize the initial 
impact of the serious situation faced, 
and thus lessens the effectiveness of 
the financial portrayal. 


d. The extra reader-analysis that 
would be necessary when a separate 
Deficiency Statement is prepared is 
not necessary in the present instance 
since the estimated loss-gain details are 
shown in the Estimated Shrinkage 
column. 


e. Exhibit 1 is intended to reflect 
the probable outcome, neither optimis- 
tically nor pessimistically conceived, of 
a single plan for dissolution (of DGX 
Corp.) that has but one time dimen- 
sion. Alternative estimates should be 
made to show possible results that are 
somewhat better-or worse than normal 
probabilities indicate. Also, if the 
period over which the process of dis- 
solution can be carried is not too 
short, asset recoveries are likely to be 
higher. Therefore, comparisons _be- 
tween forced-sale realizations and 
slower orderly-recoveries ought to be 
made. 


Suggested Presentation 


A form of Statement of Affairs 
that attempts to eliminate some of the 
criticisms advanced at the outset, is 
shown in Exhibit 2. (The same figures 
that were used in Exhibit 1 are carried 
into Exhibit 2 without change.) The 
statement is intended to be concise and 
readable, and yet give all of the infor- 
mation that is found in the customary 
form of statement. Using the same 
discussion sequence as before, let us 
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EXHIBIT 2 


DGX CORP. 


Statement of Affairs (Alternative 1) 


19 








‘SUED PatnoasuN [TB OF AL[JOP ay} UO sjusd. Cg Aja}euNTxo1dde Jo JuswWAed sayeotpuy } 


dogs rig —§$ 068 $ seeereeees paystEs 
aq 0} payvadxa you siapjoyxypo}s Jo Ayinba 
pue SiojIpaid paimoasun 0} suonesyqo 





c08 : {SWTe]D S10}IPI1d painsas 
-Ay[nJ pue patiayoid Jo uoroeysyes 107 
pastmbat jou sjasse Jo uorjesojje pasodoig 
* sjasse JO Ssooxy 
Sro$ ; Ajinba pue suonesiyqo Jo ssaoxy 
coe'e$ =< 


SHOT “4, ‘** Jou uowdmby 
088 ; sreees* Jou ‘ssurpying 
cz . teteeeeeereeeee “Duper 
Ol : “ 3 J19Ape pue douvINsut predaig 
COP * sol1oyUusAu | 
o¢ A QvAIIIII JsaIOUI pue soJON 
cé6e 1% 


crs $ 


ms and Suggestions 


4 
ae) 
= 
XS 


Some C 


Cro$ 006$ 


SsSuIuIvsd paUurejay 

** yoojs eyide) 

| pue puey uo ISL3IOWW 
*** gjqeAed saxey 

*** gqeded yjo1Aeg 

* aqeAed sjunossVy 
aqeAed jsatajut pue sajON 


ALINOA ANV SNOILVDITAO 


The Statement of Affairs 


(pe73tw08 S.000) 
‘pS6l ‘OE Jequiazdag ‘uorjN[OssiIq poej,e[durszu0ag 
CI eaneuIsIITyY) sSITeyy jo JUSUID}e1S 


© LISInxXa ‘adaoon xod 








examine Exhibit 2 to see whether or 
not the stated objections have been 
dealt with adequately : 

a. For information on any one of 
the claim groupings and associated 
assets, it is necessary to look in one 
column only. For example, the difficulty 
was encountered in tracing Preferred 
Creditors’ Claims and Unpledged 
pledged Assets in Exhibit 1 is not 
faced here. Beyond this, the manner 
of further aliocation of assets not re- 
quired to satisfy preferred creditors’ 
claims is indicated. 

b. For the reader’s convenience in 
finding any asset or liability item, the 
account sequence is the same as that 
found in position statements. Basic- 
ally, this does not appear to confuse 
the obligation-asset matchings. Tor 
example, if there were two different 
mortgages attaching to two different 
buildings, the details could be explained 
in a footnote and the summary figures 
could be shown substantially as they 
are in Exhibit 2. You may recall also 
that in the first Exhibit the figure for 
Notes and Interest Receivable ‘was 
split-up and shown in the Fully- 
pledged Assets and Unpledged Assets 
sections (as well as in the Partly- 
secured Creditors section). The same 
split is reflected in Exhibit 2, but the 
normal relationship of the figures is 
now easily seen since they are on the 
same horizontal line. 

c. The obligations are prominently 
displayed in Exhibit 2, since they pre- 
cede the listing of appraised asset 
figures. Thus a desirable emphasis 
on obligations for reader-impact is 
obtained. 

d. The proposed Statement of 
Affairs has a single column titled 
Ledger Account Balances that carries 
the same figures as are listed in the 
two Book Valuation columns in Ex- 
hibit 1. The Indicated Loss, Gain 
figures are what otherwise are often 
shown in a separate Deficiency State- 
ment (but were given in the Estimated 
Shrinkage column in Exhibit 1). The 
writer’s feeling is, of course, that a 
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separate Deficiency Statement is not 
necessary. But for those who do fee] 
that useful emphasis is given to in- 
dicated loss and gain figures in a sepa. 
rate Deficiency Statement, it is sug. 
gested that that statement show ledger 
account balances and appraisal figures 
for assets. Then, the ledger account 
balances could also be eliminated from 
the Statement of Affairs. 


e. In Exhibit 2, as in Exhibit 1, 
only one set of estimates and expecta- 
tions is reflected. If a more optimistic 
Or more pessimistic outlook were 
adopted, two more presentations could 
be devised. Longer or shorter periods 
for carrying out the dissolution process 
would multiply the possibilities for 
Statement-of-Affairs depictions. The 
form of statement suggested in [-xhibit 
2 lends itself to comparison of alterna- 
tives more readily than the customary 
set-up of Exhibit 1. 















































Consideration of Alternatives 


As noted above, in preparing finan- 
cial estimates for the guidance of per- 
sons interested in a proposed dissolu- 
tion, the accountant’s responsibility 
does not stop with the presentation of 
but one set of figures. The factors of 
expectations and time will shade 
astutely-devised estimates as these fac- 
tors vary, even when the estimates re- 
flect strong possibilities. To illustrate 
the potential value of comparative 
figures in dissolution situations, sum- 
mary figures from three alternative 
Statements of Affairs are brought to- 
gether in Exhibit 3. In this case the 
alternative figures result from varying 
expectations. Schematically, the com- 
parison indicates how much more 
useful the information gathered in 
Statements of Affairs can be when a 
range of possible future performance 
is suggested. By this means, the esti- 
mates could be used more dynamically. 
For portrayal of a range of alterna- 
tives gives a basis for flexibility of 
thought and action, while a_ single 
Statement of Affairs induces static 
thinking. 
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Summary 


A Statement of Affairs prepared in 
the usual manner is difficult to read. 
The reviewer often must search for 
figures that should be brought to his 
attention instead in a simple, straight- 
forward manner. The form of State- 
ment of Affairs that has been illus- 
trated here (in Exhibit 2) was devised 
with readability and simplicity in mind. 
Its concise presentation can aid the 
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reader in making his interpreiations, 
and its format yields figures that can 
be compared without difficulty. It has 
been argued that if comparative esti- 
mates of prospective dissolution figures 
are brought into the analyses, the ac- 
countant can present information for 
dynamic use. On the other hand, a 
single Statement of Affairs, that is 
based upon but one set of alternatives, 
has a restricted use in situations in- 
variably calling for flexible thinking, 


Is Accounting History Important? 


(Continued from page 513) 


too much to list here. Societies have 
issued year books and several have 
published histories of their activities 
and of the profession of accountancy 
in their areas. But exclusive of a few 
biographies, the published books are as 
follows: 
British: 
Professional Accountants 
by Beresford Worthington. 
& Co., London, 1895 
History of Accounting and Accoun- 
tants 
by Richard Brown. T. & E,. C. 
Jack, Edinburgh, 1905 
Short History of Accountants and 
Accountancy 
by Arthur H. Woolf. Gee & Co., 
London, 1912 


Gee 


Chapters in the History of Book- 
keeping, Accountancy and Com- 
mercial Arithmetic 
by David Murray. Jackson, Wylie 
& Co., Glasgow, 1930 


American: 
Recollections of the Early Days of 
American Accountancy 
by James T. Anyon. Privately 
Printed, New York, 1925 
History and Survey of Accountancy 
by Wilmer L. Green. Standard 
Text Press, Brooklyn, 1930 
Accounting Evolution to 1900 
by A. C. Littleton. American Inst. 
Pub. Co., New York, 1933 
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Conducted by BENJAMIN Harrow, C.P.A. 


Real Estate Corporations—Change 
in Classification 


The basic franchise tax law appli- 
cable , ations is Article 9A 
cable to corporations 1s /A\rticle Phe 
Section 209.1 provides for the payment 
of an annual franchise tax by every 
domestic or foreign corporation for 
the privilege of exercising its franchise 
or doing business in the state. Specifi- 
cally excepted from this provision are 
those corporations specified in subdi- 
vision 4 of this section, and real estate 


corporations are exempt from tax 
under this section. 
Exemptions generally are strictly 


construed against the taxpayer and 
this exemption for real estate corpora- 
tions is no exception. In the first place 
the corporation must come within the 
definition of a real estate corporation 
contained in Section 182 of Article 9. 
It must be wholly engaged in certain 
specified activities such as the purchase 
and sale of real estate for itself, or 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Presi- 
dent of the Society. He is now 
serving as Chairman of the Com- 
mittee on Publications and is a past 
Chairman of the Committee on 
State Taxation. He is also a mem- 
ber of the Institute’s Committee on 
Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 
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holding title to real estate. It may be 
in the business of subleasing real prop- 
erty (not personal property) if it 
holds the property under a leasehold 
for a term of at least twenty years and 
under the terms of the lease is required 
to pay the real property taxes. 

Since the sale of property may in- 
volve purchase money mortgages and 
bonds, Section 182 provides that a 
corporation may hold mortgages and 
bonds received upon the sale of prop- 
erty and secured by such property 
without losing its classification as a 
real estate corporation. In 1941, an 
amendment to Section 182 provided 
that a corporation could have ten per 
cent of its average gross assets at full 
value, invested in stocks, bonds or 
other securities, and during the war, 
prior to December 31, 1946, it could 
in addition invest in United States se- 
curities, provided these were purchased 
on or after January 1, 1942. An in- 
vestment in securities in excess of ten 
per cent results in a change in classifi- 
cation. After December 31, 1946, an 
investment in government bonds comes 
within the ten per cent rule. 

Whenever the tax return discloses 
investments in securities, the Tax 
Commission communicates with the 
taxpayer for details, particularly dates 
of acquisition. In prior years the 
Commission has not indicated the pur- 
pose of its inquiry and the unsuspect- 
ing taxpayer was unaware that the 
inquiry was a prelude to a change in 
classification. Recently the Commis- 
sion has indicated its purpose to the 
taxpayer thus giving it an opportunity 
to divest itself of security holdings in 
excess of ten per cent of its average 
gross assets. 

Since the statute is so clear and spe- 
cific in its requirements for the status 
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of a real estate corporation, there is 
really no legal defense against the ac- 
tion of the Tax Commission in ch: ing- 
ing the classification of the real estate 
corporation where this is warranted 
by the activities of the corporation. 
Because such action is so harsh in its 
results, it would seem that the Com- 
mission should exercise its equitable 
powers and give the taxpayer a warn- 
ing and an opportunity to purge itself 
of proscribed activities before taking 
action. The change in classification to 
that of a business corporation carries 
with it not only the higher tax rates 

Article 9A, but the change over is 
accompanied by the two per cent tax 
on the surplus. 

The plea for a preliminary warning 
and the opportunity to come within the 
ten per cent limitation before effecting 
the change in classification is made be- 
cause the Tax Commission does exactly 
that where the taxpayer engages in 
another proscribed activity, the mak- 
ing of loans to stockholders. The 
statute does not specifically refer to 
such loans as one that may result in a 
change in classification, but the Tax 
Commission does not consider such a 
practice as one consistent with the 
carrying on of a real estate business as 
defined in Section 182. However, it 
has been the practice of the Commis- 
sion where loans of money or property 
are made to officers or stockholders to 
notify the taxpayer that such loans 
must be liquidated in some appropriate 
way or run the danger of being re- 
classified. This is the practice that 
should be applied to the situation where 
investments in securities exceed ten 
per cent of gross assets. 

The Tax Commission could say that 
it is without power to act contrary to 
the specific provisions of the law. The 
fact is that it has done so in similar 
situations and it is in the interest of 
good taxpayer relationships to make a 
harsh provision equitable. Tor at least 
a decade it has been the policy of the 
Commission to develop a sympathetic 
relationship between the taxpayer and 
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the State. In our cpinion it has sue. 
ceeded eminently in this policy. This 
record should not be marred by taking 
an intransigent position in a situation 
of this kind, merely because the letter 
of the law sanctions such a position, 


Real Estate Corporations— 
Leaseholds 


A real estate corporation owns prop- 
erty in Long Island for development 
purposes It leases some improved 
property adjourning the property it 
owns for a two-year term, for the pur- 
pose of maintaining an office on the 
premises. Does that affect its classifi- 
cation as a real estate company. In 
our opinion it does not. If a corpora- 
tion subleases real property it is not 
within the classification of a real estate 
corporation unless the leasehold is for 
a term of at least twenty years and 
also it is required to pay the real estate 
taxes. A lease on property to be used 
as an office is unrelated to the real 
estate business and would not affect the 
classification of the corporation. If 
the leased property were to be devel- 
oped in conjunction with the other 
property held by the corporation, the 
corporation would lose its classification, 
because it then would not be engaged 
wholly in holding title to real estate 
nor wholly engaged in leasing property 
for a term of twenty years. 


Franchise Tax Returns—Due 
Date—Payments—Penalties 


A calendar-year corporation is re- 
quired to file its return by May 15th 
after the close of the calendar year, 
a period of iour and one-half months. 
A fiscal year corporation is required 
to file its return within a period of 
three and one-half months. 

A change in federal net income made 
by the Internal Revenue service must 
be reported on the next annual tax 
report or, at the election of the tax- 
payer, within ninety days after a final 
determination. If the corporation files 
an amended return with the Treasury 
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Department, it must file an amended 
franchise tax report with the State 
Tax Commission. If a corporation 
ceases to exercise its franchise, a final 
franchise tax report is due on the date 
it ceases to do business. The Tax 
Commission will usually grant an ex- 
tension of time within which to file the 
final return. 

One-half of the tax is due at the 
time the report is required to be filed. 
For a calendar-year taxpayer, the bal- 
ance of the tax is due on or before 
November 15 following the due date 
of the return or within thirty days 
after notice is given, if such notice is 
given after October 15. The taxpayer 
must be aware of the fact that if no 
notice is given, the balance is payable 
in any event no later than’ January 15 
succeeding the due date of the report. 
For a fiscal-year taxpayer, the balance 
of the tax must be paid by the first 
day of the eighth month following the 
close of the fiscal year. 

Failure to make a timely payment 
carries with it a penalty of five per 
cent of the unpaid amount, plus one 
per cent a month for each month that 
the tax remains unpaid. The assertion 
of penalties is left to the discretion of 
the Tax Commission. While it may 
modify the penalties, it has been the 
recent practice of the Commission to 
be less lenient with delinquent tax- 
payers. The administrative problem is 
quite costly and the Commission feels 
that delinquent corporations should 
bear a share of the burden eaused by 
their delinquency. 

There is some confusion among ac- 
countants who prepare franchise tax 
reports as to due dates and payment 
dates. A corporation with a fiscal year 
ending March 31, 1954, must file its 
report by July 15, 1954, pay one-half 
the tax at that time and the balance by 
November 1, 1954. A calendar-year 
corporation for the year ending De- 
cember 31, 1953, must file its report 
by May 15, 1954, pay one-half the tax 
at that time and the balance by January 
15, 1955, if no notice is sent earlier. 
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Dates must therefore be watched close- 
ly to avoid the five per cent penalty and 
the additional one per cent a month 
penalty. 


What is an Unincorporated 
Business? 
The law (Section 386) defines it as 
“any trade, business or occupation con- 
ducted or engaged in by an individual, 


, partnership, . . . other than a 
trade or business conducted or engaged 
in by any corporation. ...” Take the 


case of three individuals who decide to 
trade in the stock and commodity 
markets in partnership form for their 
own account. Two of the individuals 
contribute the money, while the third 
individual has a seat on the Stock Ex- 
change. Only the latter individual de- 
votes his time, energy and thought to 
the trading operations. All transac- 
tions are cleared through a Stock Ex- 
change firm. Because the partnership 
has a member who has a seat on the 
xchange, the commission on the exe- 
cution of orders is shared with the 
Stock Exchange firm. 

On the above facts the partnership 
is not deemed to be engaged in an 
unincorporated business which would 
be subject to the unincorporated busi- 
ness tax. Under an amendment to Sec- 
tion 386, the purchase and sale of 
securities for one’s own account does 
not constitute doing business for the 
purpose of the unincorporated business 
tax, so that one may devote the greater 
part of his time and thought to stock 
and commodity trading without being 
subject to the tax. 

Our three partners may occasionally 
execute orders through the Stock Ex- 
change firm for their own account or 
for a few friends and relatives. The 
Stock Exchange firm gives the part- 
nership a share of the commission. 
Does that fact affect the exempt status 
of the partnership. The Tax Commis- 
sion holds that this additional fact sub- 
jects the partnership to the unincor- 
porated business tax. It takes this 
position because of the provision in 
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Section 386 which reads as follows: 
“It is not intended that an individual, 
partnership, or other entity, other than 
a dealer holding property primarily 
for sale to customers in the ordinary 
course of his trade or business, -shall 
be deemed engaged in an unincorpo- 
rated business solely by reason of the 
purchase and sale of property for his 
or its own account, ...”’ The Com- 
mission interprets this to mean that 
the taxpayer must be engaged solely in 
the purchase and sale of property. 
In our opinion, the Commission’s 
interpretation is highly technical. If 
the partnership is not engaged in the 
business of acting as brokers for cus- 
tomers it should not be brought within 
the sweep of the unincorporated busi- 
ness tax. The criterion should be the 
continuity, frequency and regularity of 
these accommodation activities. Other- 
wise, they should be considered trans- 
actions of an isolated or incidental 
nature and not affect the exemption 
from the unincorporated business tax. 


Unincorporated Business Tax— 
Partnerships 


A, B, C and D are partners engaged 
in business in New York. The part- 
nership is a taxable entity under the 
unincorporated business tax law. The 
A, B, C, D partnership enters into a 
joint venture with E. The joint ven- 
ture is also a taxable entity subject to 
the unincorporated business tax. Sup- 
pose the net income of the joint ven- 
ture is $100,000. How do you deter- 
mine the portion of the income subject 
to tax to the joint venture ? 

Under Section 386(b) the A, B, C, 
D joint venture may deduct from its 
net income an exemption (that’s the 
way the statute puts it) of the income 
of a partner to the extent that such 
income is allocable to the state and tax- 
able to the partner. This provision is 
not too clear. For example, suppose 
the distributive share of the income of 
the joint venture to the A, B, C, D 
partnership is $80,000. If all of this 
income of the A, B, C, D partnership 
524 


is allocable to New York, then the 
joint venture is entitled to ai exemp. 
tion of $80,000. If the A, B, CD 
partnership is entitled to allocate its 
income and its allocation percentage is 
fifty per cent, then the joint venture 
is entitled to an exemption of $40,000, 
This method of treating the exemption 
as a deduction from the income of the 
subsidiary partnership, but based upon 
the distributive share and _ allocation 
percentage of the principal partnership, 
has been in the law since April 5, 
1949, and has been applicable to re- 
turns for taxable years beginning on 
or after January 1, 1948. It prevents 
the exclusion of any income from tax- 
ation to one or the other partnership. 


Unincorporated Business Tax— 

Allocation 

The situation with respect to inter- 
locking partnerships raises another 
question. In the above case, suppose 
the A, B, C, D partnership, as such, 
does all of its business in New York, 
but the A, B, C, D, and E joint venture 
does business within and without the 
state. Is the A, B, C, D partnership 
entitled to any allocation on its distri- 
butive share of the income from the 
joint venture ¢ 

In essence a partnership is the ag- 
gregate of the individuals comprising 
the partnership. This is so even though 
the partnership may be treated as an 
entity in computing its income and 
even though under the unincorporated 
business tax it is taxed as an entity. In 
a partnership each partner acts as an 
agent for all the other partners. The 
partnership acts through its partners. 
It does not act as an entity. That 1s 
one of the essential differences between 
a corporation and a partnership. If A, 
B, C, D and E are doing business 
within and without the state, then A, 
B, C, and D are doing business within 
and without the state. In fact each 
separate partner is doing such inter- 
state business. If the joint venture has 
capital gain income, each one of the 
partners is deemed to have such i 

(Continued on page 528) 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 


















Conducted by Max Bock, C.P.A. 


Breaking in a New Staff Member 


Is the newly-hired staff man the 
“forgotten man”? In some cases it 
is probably so. Breaking in a new man 
properly is a responsibility of no small 
importance, and a good job will pay 
off handsomely in quicker orientation, 
better morale, and less embarrassments 
and irritations. 

Here are some thoughts on break- 
ing in a new staff man, conditional, 
of course, on the administrative set-up 
and size of the accounting office. 

First, the new staff member should 
be given the office rules as to hours, 
vacation, office contact, time and ex- 
pense reports, overtime policy, travel 
and other expense allowances, and 
other details of this nature. If an 
office manual is available, he should 
be furnished with a copy. Otherwise, 
the information should be given to 
him orally and he should be requested 
to record it, for future reference, if 
necessary. 

Second, he should be permitted to 
spend at least the first day in the office. 
In this time he should be introduced 
to everyone whom he might deal with, 
including fellow staff members, and 
particularly the partners. This will 
put him at ease and help’relieve the 
feeling of newness and strangeness. 





Max Btock, C.P.A. (N.Y., Pa.) 
is a former chairman of the Com- 
mittee on Administration of Ac- 
countants’ Practice of the New York 
State Society of Certified Public 
Accountants. He is a lecturer at 
The City College of New York in 
the graduate course of Accounting 
Practice. Mr. Block is a member of 
the firm of Anchin, Block & Anchin. 











1954 


Someone should be assigned to make 
these introductions, and that person 
should play his role in making the new 
man welcome, and in making him feel 
that he is a member of the family. 


Third, he should be shown all of the 
office facilities (such as the file room, 
supply cabinets, assignment program, 
office desk, library, etc.) and the rele- 
vant rules made known to him, to 
familiarize him quickly with them. 


Fourth, the new man should be per- 
mitted to review a set of work papers 
and, dependent on his status, speci- 
men reports. Explanations should be 
given to him as to the firm’s audit 
and report standards. He should be 
told what the policy is as to conduct 
on the job, personal appearance, co- 
operation with staff members, rela- 
tions with clients, and other related 
matters. Where new juniors are in- 
volved, the senior accountants should 
be notified and requested to help in the 
orientation process on the job. 


Fifth, he should be furnished a com- 
plete set of work papers, pencils, 
forms, and other supplies so that he 
is properly equipped. The matter of 
a brief case should not be overlooked. 

Because there are so many “break- 
ing-in” details, it would be helpful 
to have a check list. This will insure 
against overlooking any steps. 


Large accounting firms provide a 
training program and hold classes for 
new men. There they hear lectures by 
staff members, and perhaps by part- 
ners, on auditing techniques, financial 
statement principles, tax subjects, and 
firm policies. “Laboratory” work is 
a part of the curriculum of some of 
these classes, dependent on the status 
of the men. This procedure is not 
practical for firms with small staffs. 


525 


















Photocopy Machines for Non- 
Translucent Matter 


The use of reproduction machines 
for making copies of reports, tax re- 
turns, and other matter from trans- 
lucent masters is increasing very rap- 
idly, and many offices are now enjoy- 
ing the manifold benefits this type of 
machine affords. 

There is another type of reproduc- 
tion machine which can be a most 
handy gadget in an active office. It 
it a photocopy machine which can pro- 
vide one or more copies, quickly and 
easily, of letters, agreements, meeting 
minutes, tax returns, reports, excerpts 
from books, magazines, and service 
reports, and of any other written, typed 
or printed matter. 

Many such machines are on the mar- 
ket, in varying sizes and price lines. 
As a result of extensive research, most 
of these machines produce good qual- 
ity copies at a reasonable cost. 


Disposition of an Individual 
Practice in Event of Death 


At a recent technical committee 
meeting of the Society’s Committee on 
Individual Practitioners there was a 
discussion of the idea of forming a 
“disaster” committee that could be 
called on to advise the estate of a de- 
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ceased individual practitioner in the 
quick disposition of his practice ; or to 
help preserve the practice of an ac- 
countant who, because of illness, is un- 
able to attend to his affairs. A sub- 
committee of the American Institute of 
Accountants has recommended | that 
state societies consider the formation 
of “disaster” committees. 

Though the formation of a “disas- 
ter” committee may be highly desirable 
to many practitioners, there are haz- 
ards involved which warrant careful 
study of the plan of operation, limi- 
tations, and safeguards. 

The enlistment of the services of 
such a committee is, at best, a poor sub- 
stitute for the arrangements that can 
and should be made by a practitioner 
during his lifetime. It is a form of 
recklessness for an individual practi- 
tioner not to make some provision for 
the disposition or handling of his prac- 
tice. 

Arrangements are possible, depend- 
ent on the status of, the practitioner 
with staff members, office associates, 
or other accountants. Agreements 
should be in written form and, if per- 
missible, a copy should be filed with 
the existent “disaster” committee. 
There is the possibility, moreover, that 
in the process of making such arrange- 
ments there may be sown the seeds of 
a future partnership. 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss 


Industrial Commissioner Corsi Comments on Recent Amendments to 
New York State Unemployment Insurance Law Affecting Employers 


“The major amendments, with perti- 
nent sections of the Law and effective 
dates, are: 

“1, Extension of Coverage, Section 
560.1, effective January 1, 1955. 

At present this amendment is chiefly 
for stand-by purposes. It makes New 
York employers who are subject to the 
Federal Unemployment Tax Act auto- 
matically liable also for New York 
State taxes. Thus, if Congress should 
act favorably on the President’s request 
to bring firms with one or more em- 
ployees under the federal act, coverage 
under the New York State law of 
firms at present exempted would be 
simultaneous. The amendment affects 
one group of employers automatically, 
however, regardless of whether the 
Federal act is changed. It brings under 
the New York State law employers at 
present subject to the federal act who 
operate chiefly outside of New York 
State and have only one, two or three 
employees in New York. Heretofore, 
they have been exempt because they 
did not have four employees in New 
York State. Effective January 1, 1955, 
they will now be liable for the New 
York State tax on their New York em- 
ployees’ wages as of the first day in 
1955 that they become subject to the 
federal act (i.e., under the present 
federal act, after they have employed 
8 or more persons in 20 different 
weeks ). 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is a Member of the 
Society’s Committee on State Taxa- 
tion. 
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Payments made to the State on these 
wages will, of course, entitle them to 
offset credit of up to 90% of the 
federal tax on the same wages. 


“2. Termination of Coverage, Sec- 
tion 562.1, January 1, 1955. 

As a result of the amendment ex- 
tending coverage of the New York law, 
there is a change in the requirements 
for termination of liability. In the past, 
an employer who wished to terminate 
coverage filed an application indicating 
that he had fewer than four employees 
for at least a calendar year. There is 
now an additional qualification. The 
employer must show that he was not 
liable for the federal unemployment 
tax during the same period. 


“3. Special Reporting Require- 
ments, Section 575.3, April 12, 1954. 

An employer who closed his business 
permanently was formerly required to 
file a special wage report for each 
employee. However, since the neces- 
sary employment and wage informa- 
tion can be secured through regular 
request-reporting channels, if the em- 
ployer prefers, the special report is 
now made optional. 

This amendment brings the require- 
ments for permanent shutdown report- 
ing into conformity with existing pro- 
cedures on temporary and_ seasonal 
shutdowns. 


“4. Delinquent Contributions, Sec- 
tion 577.4, April 30, 1954. 

When an employer is more than 60 
days late in mailing his tax contribu- 
tion (unless the payment is made on 
the employer’s own initiative before 
determination of the amount due and 
formal demand for payment has been 
made by the Industrial Commissioner ) 
the payment will be credited to the 
general account of the Unemployment 
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Trust Fund rather than to his in- 
dividual account, as in the past. This 
measure will simplify the processing 
of tax payments, particularly where 
the delinquent employer has a negative 
balance in his individual account. 


This provision should also provide 
additional stimulus for employers to 
make tax payments promptly, for 
where delinquent payments are not 
credited to his account an employer's 
tax rate may be adversely aftected,” 
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(Continued from page 524) 


come. That is true also of tax-exempt 
income. In fact any special character- 
istics of income received by the joint 
venture carry over to the partners. As 
a matter of fact if the income of the 
venture were distributed directly to the 
individual partners instead of being 
distributed to them through the me- 
dium of another partnership consisting 


of some of the identical partners, the’ 
issue could not even arise. In our! 
opinion the A, B, C and D partnership 
is entitled to an allocation for the rea- 
son that A, B, C and D are partners 
in the A, B, C, D and E partnership] 
which is doing business within and 
without the state. 
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Book Reviews 
(Continued from page 484) 


development of methods for teaching ac- 
counting to lawyers. It does, however, in- 
dicate that the intervening years have not 
convinced either Professor Amory or Pro- 
fessor Hardee that the then revolutionary 
idea of the First Edition should be modified. 
This conviction on the part of two law 
teachers of such status is of considerable 
significance to law students and teachers and, 
more important, to the legal and accounting 
professions whose relationship with each 
other will be largely influenced by the train- 
ing in accounting which is being given to 
present-day law students. 


Harry F. WEYHER 


School of Law, 
New York University. 


New York Laws Affecting Business Cor- 
porations (Annotated) 


35th Edition. Revised to April 20, 1954 
Pages: xxxii + 692 (paper cover). Price: 
$2.50, postage prepaid, plus 3% sales tax 
if sold for delivery in New York City. 


This handy volume contains the full _ 
of the General Corporation Law and 
Stock Corporation Law, portions of the 
Membership Corporations Law and_ those © 
provisions of the Tax Law applicable to 7 
business corporations, as well as numerous 
collateral acts of importance to corporation 7 
lawyers. The annotations have _— revis 
and brought up to the date of publication. 
The Synoptic Analysis, the Tables of Cases, 
and the General Index are also included, as 7 
heretofore. 
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